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THE JOURNAL OF ACCOUNTANCY 


THE UNITED STATES 
COUNCIL OF NATIONAL DEFENSE 


SAYS: 


BUY ONLY WHAT YOU NEED—BUT 
BUY IT NOW 


The re-employment of returning soldiers, sailors and marines 
is the patriotic duty of the whole people. 

Industry cannot absorb these men and take care of men 
already employed, unless there is a demand for industrial products. 

All commerce rests finally upon the individual purchases of 
the people. 

When people buy, business is good, when peugte cease buying, 
industry slackens. 


The nation is in a period of transition from a war to a peace 
basis—to make this transition quickly, it is necessary that the 
people of the United States understand the necessity of buying 
what they need now. 


Hoarding is dangerous, so is waste. 


Take the middle course. 
Buy now, but buy carefully. 


U. $. COUNCIL OF NATIONAL DEFENSE 


Newton D. Baker, Secretary of War, Chairman 
Josephus Daniels, Secretary of Navy 

Franklin K. Lane, Secretary of Interior 

David F. Houston, Secretary of Agriculture 
William C. Redfield, Secretary of Commerce 
William B. Wilson, Secretary of Labor 


Grosvenor B. Clarkson, 
Director of the Council. 


Published under authority of the U. S. Council of National Defense, Washington. 
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Official Organ of the American Institute of Accountants 


Vol. 27 JUNE, 1919 No. 6 


AMERICAN INSTITUTE OF ACCOUNTANTS 


BOARD OF EXAMINERS 
Examination in Auditing 
gn MAY 15, 1919,9 A.M. TO 1 P. M. 
a Answer all the following questions: 


r 1. How would you verify the accuracy of accounts receivable 
from trade customers— 
(a) In a detailed audit; 

(b) In a balance-sheet audit? 

q 2. In a balance-sheet audit how would you verify as to quan- 

| tities and amounts the inventory items— 

(a) Goods in process; 
(b) Repair and replacement parts for the concern’s 
product? 

3. You are informed that during the period covered by a 
balance-sheet audit, which you have made, a defalcation 
was going on in the petty cash which was not discovered 
by you. Yow are asked to write a letter of explana- 
tion to the board of directors. Explain what you would 
do, and draft such a letter. 


. 4. How would you treat cash discounts on capital expenditures, 
c™ such as for new machinery? 


5. In auditing the accounts of a corporation for the year ended 

December 31, 1918, you find that for the first time there 
=’ were taken into consideration goods to be received after 
January 1, 1919, which you find were covered by firm 
contracts. The purchase price of the goods was charged 

to purchases account as of December 31, 1918, and 
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credited to the vendor. In the inventory the goods were 
taken at 20 per cent. less than cost. You find that the 
market price was in fact 80 per cent. of cost. Tax state- 
ments have been prepared in accordance with the books. 


Give your opinion as to the wisdom and propriety of the 
course adopted and your advice as to reflecting the fore- 
going in the balance-sheet. 


Discuss the various methods of handling containers in differ- 
ent businesses? In each case describe the duty of the 
auditor. 


In making an audit or investigation for the prospective 
purchase of a business to be followed by a report, in- 
cluding a balance-sheet and income and profit and loss 
statement, would you expect such a report to differ 
from the report which you would make based upon a 
balance-sheet audit directed to and made for the presi- 
dent of a corporation? If different, specify fully the 
points of difference. 


How could a manager, who does not keep the books but is 
interested in the profits of one department of a business, 
unduly increase the amount of his compensation? In 
making an audit where profit-sharing agreements exist 
should an audit programme differ from that required 
where there are no such agreements? If so, why? 

(a) Would you refuse to sign an audit certificate if you 
had been refused access to the minute book of a 
corporation? 

(b) If the answer is “Yes” would you sign the certificate 
with a qualification? 

(c) Mention five items for which you would look in exam- 
ining a minute book. 

(d) If the corporation were a “close” one and practically 
no minutes were kept, what action would you take 
and why? 

When plant and deferred asset accounts are increasing, 

should an auditor attempt to ascertain whether or not 
production is increasing, to the same relative extent? 
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What is the auditor’s general duty in regard to (a) 
capital expenditures and (b) increases in inventories? 
Answer fully. 


Examination in Commercial Law 
MAY 15, 1919, 2 P. M. TO 6 P. M. 


Give your reasons for all answers 
NEGOTIABLE INSTRUMENTS 
Answer three of the following four questions: 


1. On the balance-sheet of a merchant there appears an item, 
notes receivable $5,695.50. You find these notes on hand 
or in bank for collection. You also find that the mer- 
chant has discounted at his bank notes previously re- 
ceived by him not yet due amounting to $11,000.00. 

(a) Since these discounted notes are no longer held by 
the merchant, has he any further responsibility 
or liability? 

(b) If so, describe its nature and what effect it may have 
on the balance-sheet. 

2. In counting the cash in a mill office you find as part of the 
cash cheques which have been received from customers 
subsequent to the last bank deposit, which was made a 
week prior to your visit. The cheques are drawn on 
various widely scattered banks, including the mill’s own 
bank, which is three miles away on a trolley line. 

(a) What does the law require the holder of cheques 
to do? 

(b) What danger, if any, may this mill incur in the col- 
lection of these cheques when it makes its next 
deposit? 

35. Among the notes receivable of E F, whose books are being 
examined, are two promissory notes past due. The 
maker of both is A B, whose financial responsibility is 
doubtful. One of the notes bears the endorsement of 
B C, who is known to be “good.” What steps should 
have been taken by E F on the dates when each of these 
notes fell due to protect his rights? 
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4. (a) How does the certification of a cheque by the bank 1 
operate to change its nature in the hands of a ‘ 
holder? 


(b) Describe the words necessary to effect certification. 


CONTRACTS 
Answer two of the following three questions: 


5. A calls B on the telephone and says: “I have fine apples at 
$5.00 a barrel.” B says, “I will take two barrels.” 
(a) Is this a good contract? + 


(b) What effect, if any, would be created if the same 
words had been expressed in a signed letter by A 
to B with B’s signed reply? 


(c) What additional effect, if any, would be created by a 
more formal expression of the same conversation 
in a “memorandum of agreement” signed by both 
parties and properly witnessed? 
6. (a) What is the difference between an ordinary contract 
and one of suretyship? 
(b) What duty does the employer of a “bonded” cashier 
owe to the indemnity (or security) company during » 
the term of the bond? 


7. What is the difference between the contract called “instal- 
ment lease” and one under which merchandise is sold 
on terms requiring payments of stated amounts in thirty, 
sixty, ninety and one hundred and twenty days after 
delivery ? 


CORPORATIONS 
Answer both the following two questions: 


8. In January of each year for several years the directors of 
a corporation have declared an annual dividend on the . 
company’s preferred stock at the rate specified on the 
certificates. In the balance-sheet of December 31st of 
each preceding year the treasurer sets up the amount of 
the dividend as a liability of the company. Does the 
liability item correctly represent the company’s respon- 
sibilities to its preferred shareholders and the holders 
of its notes payable? 
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9. (a) Describe some of the principal advantages obtainable 
through the incorporation of a business now owned 
by an individual. 


(b) Are there any disadvantages to be considered? 


PARTNERSHIP 
Answer both the following two questions: 


10. In an agreement for sharing profits entered into between 
two partners of a business concern and three employees, 
how should the agreement read to distinguish it from 
one of general partnership? 


11. (a) In examination of the business books of a partnership, 
for what document would you inquire for confirma- 
tion of the division of profits and amount of capital 
of the several members? 

(b) Describe several other important provisions which you 
would expect to find in such a document. 


FEDERAL INCOME, WAR PROFITS AND EXCESS 
PROFITS TAXES 


Answer both the following two questions: 


12. You own two houses, in one of which you live. The other 
is leased to a tenant at a fixed monthly rental. You 
paid during 1918 real estate taxes to the state, county, 
city or township on both properties. You also paid for 
the repairs on both. 

(a) Does the present federal income tax law make any 


distinction between the two properties as to these 
two classes of expenses? 


(b) If so, explain the reason, if any, for the distinction. 


13. A corporation owns and operates a rolling mill. In its 
expense accounts for 1918 are the following items of 
disbursement : 

$1,000.00 to Red Cross for services of nurse and for medi- 
cines at the mill’s emergency hospital; 
500.00 to the war chest (a local community fund); 
100.00 annual dues in National Mill Owners’ Associa- 
tion; 
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500.00 to a local hospital for beds provided solely for 
the use of employees of the corporation; 

250.00 to the Society for the Prevention of Cruelty to 
Children. be 


Specify which, if any, of these items the corporation may 
deduct from its gross income in determining its taxable 
income. 


Examination in Accounting, Theory and Practice 


Part I 
MAY 16, 1919, 9 A. M. TO 1 P. M. 


Answer all the following questions: 


1. A has agreed to sell to B the goodwill of the X. Y. Co. on 
the basis of three years’ profits of the business to be 
determined by you on sound principles of accounting 
as accurately as possible from the following statement 
handed you by A. You are required to compute the 
value of the goodwill, but are not expected to take into 
account any considerations outside those presented by 
the statements. 

Ist 2nd 3rd 
Credits Year Year Year 


Sales (selling prices sub- 
stantially uniform during 
$638,400 $602,500 $564,000 
Estimated value of con- 
struction work performed 
and charged to property 110,000 77,600 154,000 
Appreciation of real estate 
upon revaluation by ex- 
80,000 
Profit on sale of Bethle- 
hem Steel Co. stock.... 85,000 e 
Inventory at end of period: 
Production material at . 


Finished goods at selling 
76,500 114,000 150,000 


$896,900 $977,200 $1,059,600 
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Ist 2nd 3rd 
Debits Year Year Year 
Production materials pur- 

$233,000 $252,400 $220,300 
Production labor ........ 50,850 61,400 60,900 
Production expense (in- 

cluding depreciation) .. 66,750 69,300 70,300 
Selling expenses ......... 52,500 55,650 62,800 
Cost of construction work 74,600 49,000 86,000 
Inventory at beginning of 

period: 

Production material at 

51,400 72,000 103,100 

Finished goods at selling 

enced 54,900 76,500 114,000 


$680,000 $730,250 $815,900 


Balance, being profit 
claimed by A........ $216,900 $246,950 $243,700 


2. Does the basis of three years’ profits for arriving at the 
goodwill outlined in the previous question appear to you 
to be reasonable upon the facts disclosed to you? If 
not, what advice would you offer upon the question if 
A or B were your client? 


3. From the following balance-sheet and data 


(a) Prepare corrected balance-sheet in appropriate form 
for the information of stockholders and auditors’ 
certificate thereto. 


(b) Show statement of adjustments to profits and surplus. 


PASSAIC FALLS WOOLEN MANUFACTURING CO. 
BALANCE-SHEET—JUNE 30, 1918 


Assets 
150,000.00 
Treasury stock common, 250 shares costing........ 20,000.00 
20,000.00 
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Liabilities 
Capital stock—common, par $100.00................. $125,000.00 ¢ 
Capital stock—preferred 7% cumulative, par $100.00.. 100,000.00 
Undistributed earnings, June 30, 1917................ 60,000.00 
Profits year ended Jume 30, 35,000.00 

$450,000.00 


Adjust the above figures in regard to the following: 


(1) Land is appraised at $15,000.00 and is to be adjusted to 
that value. 


(2) Give effect in the statements to depreciation of the wast- 
ing fixed assets for the year ended June 30, 1918, at f 
rates considered fair. 

(3) Dividends on the preferred stock have not been paid for 
years ended June 30, 1917, and June 30, 1918. 


(4) Inventories are valued $5,000.00 below cost. 


4. It frequently happens that a corporation contracts to pur- 
chase property at an agreed price, which on the face of 
the contract is declared to be its value, and that by 
another clause in the contract, or by another contract, 
the vendors agree to provide, in addition to the property, . 
a certain sum for working capital or even for free 
surplus. 


It is sometimes maintained that this free sum so provided 
is a profit or surplus of the new corporation available 
for payment of dividends if the directors so determine. 


Write a brief expression of your opinion as to the proper 
treatment of the sum turned back. 


5. In examining the affairs of a manufacturing concern you ‘ 
find, among the assets, finished goods inventory of 
$175,798.00 and ascertain that included in the above total & 
is the sum of $50,000.00 covering goods deposited as : 
collateral to secure notes which are included in the notes 
payable account. How would you treat this in a state- 
ment prepared for credit purposes? Explain why. 


408 


| | 

| 
| 
| j 
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+ Examination in Accounting, Theory and Practice 
Part II 
ihe MAY 16, 1919, 2 P. M. TO 6 P. M. 


Answer questions I and 2 and any five of questions 3 to 13 
inclusive: 


1. The following trial balance of the B. C. Cotton Company 
is taken from the books after inventories and deferred 
charges have been posted. The accounts are ready to 

close for the period. The consigned goods account has 
been inactive for six months and will continue so for 
the present. Prepare statement to show for the quarter 
ended March 30, 1918, total manufacturing expenses, 

cost of goods made, cost of goods sold and net profit, and 
submit a balance-sheet as of March 30, 1918. 


TRIAL BALANCE 


DR. CR. 

268,337.28 
132.72 
50.00 
7,455.55 
1,353.99 
Accounts receivable 63,492.58 

Accounts ‘payable 313.45 

Building and machinery .......... 341,378.14 pees 
567.71 

2,539.90 

Purchases, material 162,403.68 

168,866.14 
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899.50 
Inventory, Finished goods 3/30.... 114,069.57 
Process 31,464.02 
Materials 3/30.... 113,860.99 
Fuel 1,250.00 
Starch 800.00 
Supplies 1,300.00 
Prepaid taxes 00... 208.96 
Unexpired insurance i: 660.41 
Prepaid interest 3/30.... 5,100.00 
Consigned goods 14,438.42 


$1,030,813.39 $1,030,813.39 


Inventories of finished goods have been credited to cloth ? 
account and inventories of goods in process and materials 
to purchase account. 

INVENTORIES JANUARY 1, 1918 

Finished goods, January 1, 1918.. 132,833.85 
Goods in process, January 1, 1918.. 22,258.01 
Materials, January 1, 1918......... 143,566.55 ~ 

2. From the following statement of facts set up the trial 
balance of the Broad Exchange bank, December 31, 
1918, after closing, and prepare therefrom a condensed 
statement of condition as of the same date: R 
Due from banks, $74,975; time certificates of deposit, 
$10,000; cashier’s cheques, $496,349.75; rediscounts, 
$400,000; customers’ loans, $500,000; bills purchased, 
$550,000; exchanges for clearing house, $320,000; due 
to banks, $834,000; certified cheques, $12,500; cash, 
$956,750; demand certificates of deposit, $2,500; transit 
department, $100,000; on deposit with Federal Reserve 
Bank, New York, $48,500; demand loans, $125,000; | 
time loans, $80,000; bonds and mortgages owned, 
$100,000; coupon deposits, $3,750; on deposit with 
National City Bank, $53,062.50; depositors, $765,910; 
banking house, $200,000; furniture and fixtures, $25,000; 
capital stock issued and outstanding, $500,000; securities 
owned, $96,812.50 ; surplus, $201,090.25 ; accrued interest | 
receivable, $1,075; interest purchased, $125; unearned 
discount, $5,200. 
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Define: 


(a) Treasury stock. 
(b) Nominal accounts. 
(c) Accrued interest. 
(d) Controlling account. 
(e) Deferred charges. 
What should be the controlling factor in determining whether 
or not certain items may properly be capitalized? 


(a) How should a trading company, acting also as agent 
for an individual trader, show on its balance-sheet 
the unsold consigned goods of the principal? 


(b) How should the principal show the goods on his own 
balance-sheet ? 


Name the elements essential to the proper calculation of a 


depreciation charge. 


How would you prove in quantities the inventory of materials 
at beginning of year if you had superintended an actual 
inventory at end of year? 


Give journal entry to express the declaration of a dividend. 
How would you treat unclaimed dividends? 


Can you mention any distinction between dividends declared 
out of income and dividends declared out of profits rea- 
lized from the increment of invested values? 


Define: 


(a) Contingent liability. 
(b) Actual liability. 


ACTUARIAL QUESTIONS (OPTIONAL) 


A bond, bearing interest at 5% per annum payable annually, 
and repayable in five years, with bonus of 10%, is for 
sale. What price can a purchaser pay who desires to 
realize 6% on his investment? (V° @ 6% = .7473.) 


A lease has five years to run at $1,000.00 a year payable at 
the end of each year, with an extension for a further 
five years at $1,200.00 a year. On a 6% basis what 
sum should be paid now in lieu of the ten years’ rent? 
(V° @ 6% = .7473.) 
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Growth of the Profession* 
By Watpron H. Ranp 


I have been asked to speak upon the “Education of the account- 
ant” or the “Growth of the profession.” 

These subjects seem so interwoven and dependent one upon 
the other, that what shall be said may apply to either or both. 
What I know about them is not the result of class-room work, 
but has been gathered from years of service on boards of exam- 
iners, years of correspondence and conversation with candidates 
for C. P. A. registration and with young men who wanted to 
become students of accountancy and some thoughtful considera- 
tion of the subject from close touch with those practising the pro- 
fession of public accounting. 

Of colleges and departments of universities for the instruction 
of students in classes I have a list of about 70. The entrance 
requirements for these institutions vary from those which give 
elementary instructions to those which require the possession of a 
preliminary degree of A. B. or its equivalent. Few of this class 
of institutions conduct correspondence courses. (In the last report 
of the American Institute of Accountants’ committee on educa- 
tion there were three out of a total of 23 reporting.) Most of the 
instruction by correspondence is in the hands of private concerns. 
Some of these latter schools have grown very large, possess facul- 
ties of greater or less national prominence as professional account- 
ants, and the courses and methods of some of them receive ap- 
proved recognition. 

Instructors in several of these schools of accountancy have 
organized the American Association of University Instructors in 
Accounting. This association has a membership of 122 and em- 
braces representatives of 64 institutions, besides several members 
at large, not representing any particular institute. There are said 
to be only 14 C. P. A.’s included in this membership. It has just 
held its third annual meeting in convention at Richmond, Virginia. 
One of the very desirable results which it is hoped will be attained 
through the efforts of this organization is the standardization of 
courses of instruction. 


*An address before the New York State Society of Certified Public Accountants, 
April 14, 1919. 
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There are thousands of students in attendance at accounting 
schools, yet few of the graduates achieve the distinction of 
registration as certified public accountants. Out of 23 schools 
mentioned in the last report of the committee on education, 19 
give a training preparatory to C. P. A. examination; one does not; 
and three not primarily. Only three of the number conduct cor- 
respondence courses; one in farm accounting only, and 19 not at 
all. From the whole 23 mentioned only 190 graduates have passed 
the C. P. A. examination, and of this number 140 are graduates of 
a New York university. 

About 750 candidates have been examined in the last 10 years 
in Massachusetts, and of this number 201 candidates have passed, 
41 of whom passed at the last examination. 

Why is this so? Why do so few pass? Let us see—we have 
the instructor; we have his courses and methods of instruction; 
we have the student, and we have the C. P. A. examination. Where 
lies the fault which is responsible for so few becoming certified 
public accountants? 

I would suggest three reasons for this: 

Ist. Too few teachers have been properly and thoroughly pre- 
pared to teach. 

2nd. The student has not been made to understand what he 
has been taught. 

3rd. The student has not been made to apply, practically, 
what he has learned theoretically. 

We must bear in mind, concerning the first reason given, that 
the examinations present little difficulty until the candidate comes 
to practical accounting—to the solving of problems. Compara- 
tively little trouble is found in law or theory or even in auditing. 

Now these problems, themselves, have been suggested by the 
examiners largely out of their own experience. They are original, 
novel to the candidate and to almost everybody, but every care is 
taken to prevent ambiguity and uncertainty of statement. In fact, 
in the marking of papers, when the candidate explains his under- 
standing of the problem and does good work on it as a basis, 
whether right or wrong, he will get a credit. 

The examiners are practising accountants. The instructors are 
not. Of the 23 colleges already mentioned, nine have no C. P. A.’s 
in their faculties. One can scarcely expect a student, or worse 
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still, a class of students, to be prepared by a teacher to pass an 
examination, which the teacher himself has not passed—perhaps 
could not pass. 

We are glad to be able to state, however, that there has been 
recently a decided change for the better. There is a strongly grow- 
ing disposition to improve and standardize the courses of instruc- 
tion, and the instructors’ work as exemplified in the national asso- 
ciation seems very encouraging. There has been also a growing 
disposition among instructors in accounting subjects themselves 
to pass the C. P. A. examination. Were it possible to secure in 
schools more of the services of practising accountants as teachers 
it would induce a more practical application of what is taught and 
a better understanding by the student. 

The second reason is that the student has not been made to 
understand what he has been taught. When he sees the same 
child in a new dress, he does not recognize it at all. The boy who 
had learned that 5 and 5 made 10, did not recognize the fact that 
6 and 4 also made 10. There is knowledge without understanding. 
The student often studies accounting as some do a language. He 
neglects the grammar of it. 

President Daniel R. Hodgdon of the College of Technology of 
Newark, New Jersey, in an address, delivered recently in Chicago, 
on living and dead science in the schools, said: 

“Teachers are too likely to use a strictly scientific language, 
which is too scientific and too indefinite for the boy or girl to un- 
derstand. In a test recently I found a lack of ability to tell exactly 
what was meant when students tried to express themselves in some 
scientific terms. Three questions were asked: What is a mole- 
cule? What does it look like? Have you seen one? The mem- 
bers of the class were all graduates of a high school and were 
entering a normal school with physics and chemistry as a pre- 
requisite. A number explained a molecule as a small round thing 
in things. One young lady insisted that she had seen one. Sev- 
eral said that their teachers had seen them. 

“What we need,” continued President Hodgdon, “is the vitali- 
zation of science ‘as she is taught.’ The boy who knows all about 
inertia in his text-book, would never think of it as responsible for 
his fall when he stubs his toe.” 
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The third reason might be made to include the second. The 
student does not practically apply what he has learned theoreti- 
cally. One must understand the theory and apply it in practice 
to be recognized as an accountant. Theory is abstract knowledge. 
It subsists in the mind only, but is based on principles verifiable 
by experiment or observation. 

I regard theory and practice both as important, but theory 
should go far enough to teach the reason why. The practical 
application of what the student has learned is absolutely neces- 
sary. 

Seymour Walton wrote a paper upon Practical Application 
of Theoretical Knowledge which was read at the annual meeting 
of the American Institute of Accountants in Washington, D. C., 
September, 1917, and in it he said, “The accountant should culti- 
vate the habit of investigation. He is fortunate indeed if he is 
born with this desire, if his mind is constantly on the alert, un- 
willing to let anything pass that is not understood; but if this 
habit is not innate, it can easily be cultivated, until it becomes 
second nature.” 

Mr. Walton is right, and, judging from his work, I think 
students would be made to understand if he had his way. Roose- 
velt said that no man ever really learned from books how to 
manage a governmental system. 

So far as the technical examination is concerned, whatever 
may have been a just criticism of these examinations in the past, 
in various states, there has been brought about a great change 
through the national board of examiners. The board of exam- 
iners of the American Institute of Accountants is making uniform 
a standard examination, which is required by itself of all candi- 
dates for membership in the institute, and this has already been 
adopted by twenty states in lieu of their former state examination. 
We regard this change as a decided improvement over what was 
the condition in many states. And there is a doubly attractive 
feature for the candidate because he receives credit by the 
American Institute of Accountants as well as by his own state 
board for good work done. 

The public accountant of today must be a student of business 
and economic laws, possessed of a talent for organization and 
system and the determination of costs. He must be skilled in 
deep delving after facts, frequently through a maze of records, 
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in order to obtain a detailed statement of operations and the 
resultant balance-sheet. And in the performance of these duties 
and the pursuit of these objects, he must be tactful and thor- 
oughly sincere and perfectly honest. 

What kind of impression would the public accountant make 
upon the business man, his client, were he unable to talk intelli- 
gently of the state and federal taxes or to advise concerning the 
organization of an office force, a system of accounting or what 
must be included in determining costs? 

Of what earthly use are his efforts as an auditor unless his 
skill enables him to secure the facts of the real transactions of a 
business instead of depending upon transactions “as shown by 
the books?” 

In all his contact with men, in the performance of these duties 
and the pursuit of these objects, he would be worse than useless 
if not sincere and honest; and he would increase his troubles 
a hundredfold if not tactful. 

We are occupying a closer confidential relation with our 
clients, and with a greater number of them, than ever before. 
In the effort to comply intelligently with the requirements of the 
tax regulations our advice is considered second to none. The 
accountants’ courageous attempts to present honestly the results 
of business and the present worth of enterprise is recognized by 
government and the business public. Probably we say No! to 
our clients as often as does the doctor to his patients. Our advice 
is sought and our conclusions are accepted. 

The merchant finds he can shift his responsibilities upon his 
auditor. The taxpayer finds it desirable to employ the account- 
ant to construct his returns. The bank finds it can have faith 
in a certified balance-sheet. The investing public learns to look 
for the public accountant’s certificate of accuracy and truth- 
telling. 

Recently a certified public accountant of Massachusetts was 
excused from service upon a jury for the reason, as stated by 
the court, that his occupation was in the nature of a public 
necessity. 

We are a patriotic body. When the history of the world war 
is rightly written there will be found sincere recognition bestowed 
upon members of our profession who have been called to high 
and responsible service in the departments of government, who 
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have been depended upon for valuable assistance and in many 
cases for guidance in the confused conditions almost everywhere 
existing, brought about by the unprecedented magnitude and 
intricacies of the enterprise. You well know that members of 
our institute have been called to fill many high positions in the 
government. I have a list of 127 members of the American 
Institute of Accountants called to serve our government in 
responsible positions. 

I want to speak to you about our membership in the American 
Institute of Accountants. 

Many of you are co-members with me—I wish you all were— 
and I trust and expect you all will be sometime. 

There was a time when the New York State Society of Certi- 
fied Public Accountants and other reputable C. P. A. state soci- 
ties were constituent members of the national body, the Amer- 
ican Association of Public Accountants. 

In those days we used to elect delegates, one to every ten 
members, to represent our state societies in convention. These 
delegates carried the proxies of our total membership in their 
pockets, and according to the size of their state societies were 
they influential in convention. Some members played politics in 
those days and rare and intensely interesting were some of the 
occasions, well remembered. 

We have outgrown this old order of things. No longer are 
our state societies constituent members of a central organization. 
So far as my observation goes, the fun and hazard of scheming 
for votes sufficient to carry or to defeat proposed action is a 
thing of the past. 

We have now an institute consisting of individual members 
and associates. We took over as charter members individually 
everyone in good standing in the old association. No new member 
can be elected without having passed a technical examination 
before our own board of examiners—not an appointive but an 
elective board—and without five years’ practical experience 
immediately preceding the date of his application. 

Each member is entitled to represent by proxy only five 
others, all of whom must be residents of his own state, and there 
is no power of substitution. 

Moreover it is provided now that in lieu of a special meeting 
of the council any question may be submitted for vote by cor- 
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respondence, and in lieu of a special meeting of the institute the 
president may be directed to submit to the entire membership any 
question for a vote by correspondence. 

We have grown into an individual membership with individual 
and personal responsibilities, and it has been suggested that even 
the five proxies are perhaps five too many. 

Is this change resulting well? I believe it is. 

Was it a sense of personal responsibility that induced some 
of our leading men to start by most generous amounts our 
endowment fund? I believe it was. It was a feeling of per- 
sonal responsibility coupled with love for our profession and a 
belief in the wisdom of this course of manifestation that brought 
from a host of our members subscriptions to this fund of more 
than $150,000—now invested mostly in government securities 
and guaranteeing the longevity, the perpetuity of the institute and 
the splendid work thus inaugurated. 

Primarily this endowment fund was to establish and main- 
tain a statistical library for use of our members, and for a while 
the real significance of this great thought did not sink very deeply 
into the minds of our members, especially those located at a 
distance from the library headquarters. Even in Boston was 
heard the criticism that such an enterprise was a good thing 
doubtless for New York, New Jersey and Philadelphia, but how 
could it benefit Boston? 

Well, only recently I thanked a Boston accountant for making 
a second donation to the fund and he responded that in his case 
it had turned out a good investment, “for,” said he, “I wrote the 
librarian and secured some information by return mail that I 
could not obtain in Boston for $200.” 

So numerous recently have been the demands by members 
upon our statistical library, we have been obliged to employ an 
assistant librarian. 

Another very important agency of the institute is THE 
JoURNAL oF AccouNTANCY. You each get your monthly copy. 
You pay for it in your dues, so you must get it. The JouRNAL 
is the mouthpiece of our profession. The committee in charge 
has done and is continuing to do good work in its management. 
It is well edited. It is a profitable enterprise. It should be made 
more so—more_ subscriptions—more advertising. Professor 
Rittenhouse, head of the department of accounting of Boston 
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university, college of business administration, told me the other 
day that 125 of his undergraduates were subscribers to the 
JourNaAL. One of my first recommendations to the student in 
accounting is to subscribe to the JoURNAL. 

We have in the institute a dozen or more standing committees 
and special committees. The organization is published in the 
JourNAL. Generally the work of such committees depends upon 
references from the council or its executive committee, but I 
feel sure the various chairmen are so interested in the duties of 
their offices that they will welcome correspondence with indi- 
vidual members. This is your institute and we all look to the 
individual member to make good by participation in such of 
these lines of activity as most appeal to him. 

I could enlarge upon the thought of the personal responsi- 
bility of each of us to be im the work of our institute as well as of 
it. I could dwell upon any particular activity and tell you how. 
But it would be largely reiteration and unnecessary in this case, 
although important in some cases. 

If the thought of personal responsibility as related to your 
individual membership in the institute penetrates to your inner 
conscience, I feel that there will be taken a great onward step 
in the right progress of our beloved profession by the creation 
of increased activities in every department of the institute’s work. 

Our members are scattered among all the states, and we would 
welcome additions of experienced practitioners to this member- 
ship in every case where character and ability are possessed. It 
is not the practice or intention of our board of examiners to dis- 
courage by too severe examination men of this sort. 

You should be like watchers in towers all over the country 
to observe things and report to your central office in New York. 

Your effort is to maintain in the state societies a local appre- 
ciation and observance of all that you have adopted as good in 
the institute, and I think it is highly important and distinctly 
desirable that these state societies should possess a closer and 
more intimate relationship with our national institute. 
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Operations of the Grain Corporation* 
By ALEXANDER Scott BANKS 


With the entrance of the United States into the world war, 
proper regulation, apportionment, distribution and rapid move- 
ment of basic food products became a vital necessity. At the 
same time a plan had to be evolved by which prices could be held 
at a reasonable level. 

A central control system was accordingly created by the presi- 
dent’s proclamation of August 14, 1917, and embodied in the 
form of a board, under the direct supervision of Herbert C. 
Hoover and the United States food administration, known as the 
“Grain corporation.” The capitalization of this corporation was 
fifty million dollars, consisting of five hundred thousand shares 
of stock with a par value of one hundred dollars, all belonging 
to the United States government, except directors’ qualifying 
shares, which were sold to the directors but only held by them in 
trust for the use and benefit of the United States. 

The Grain corporation, organized on the lines of some of our 
large industrial corporations, was given absolute control by the 
government over the purchase and sale of all wheat and flour 
produced in the United States. Subsequently, the government 
designated this corporation as its sole agent for the purchase 
and sale of rye, beans, barley, rice, cereal products, peas, corn, 
butter oil and rolled oats; and having thereby become the largest 
buyer of these products likewise, the Grain corporation, in addi- 
tion, actually controlled the entire market in practically all these 
commodities. In fact this corporation virtually became a great 
monopoly, controlling all supplies at the large terminal points 
and distributing them to the mills and wholesalers throughout the 
country. 

In addition, the corporation resold for export such quantities 
of these products as the United States could afford to part with, 
after making due allowance for the needs of this country—the 
allied governments having agreed to purchase all available quan- 
tities at cost to the Grain corporation—therefore the Grain cor- 
poration was secured against any loss whatever. 


*A lecture delivered before the students of New York University school of com- 
merce, accounts and finance. 
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The operating organization of the Grain corporation consisted 
of the most prominent and expert grain men in the United States, 
who, when called upon, gave their services without co‘pensation, 
and in addition very patriotically severed their existing connec- 
tions with all grain interests. This organization was «2mposed 
of a board of directors and executive officers, such as president, 
vice-president, secretary and treasurer, and for the purpose of 
proper administration, the entire territory of the United States 
was divided into fourteen zones, which covered the important 
terminal commercial markets. These zones were located at New 
York; St. Louis, Missouri; Portland, Oregon; New Orleans, 
Louisiana; Philadelphia, Pennsylvania; Duluth, Minnesota; 
Minneapolis, Minnesota; Baltimore, Maryland; Chicago, Illinois ; 
Buffalo, New York; San Francisco, California; Kansas City, 
Kansas ; Omaha, Nebraska, and Galveston, Texas, under the juris- 
diction of the president of the corporation in the New York terri- 
tory and second vice-presidents in the other zone localities. These 
officers acted as government buyers of the various products at 
the several points, and administered the affairs of the Grain cor- 
poration in their entire zones, carrying on transactions with 
growers, dealers and wholesalers and selling wheat to millers for 
domestic consumption and other products through usual chan- 
nels. This work was done in co-operation with the federal food 
administrators that had been appointed for each state and each 
county in each state, who looked after the enforcement of the 
legal phases of the food administration. 

In the case of grains, a proclamation issued by the government 
made it necessary for all operating plants, country elevators, 
terminal elevators and mills of all kinds exceeding seventy-five 
barrels capacity daily to obtain a license and to be governed by 
regulations set forth by the government food administration, in 
order that all might perform their duties in an equitable manner 
and also avoid unfair practices. Detailed reports of supplies on 
hand, additions, shipments, etc., were required to be made regu- 
larly to the Grain corporation, so that each zone’s supplies were 
constantly familiar to headquarters, which made it possible quickly 
to bring about necessary adjustments. Grain supplies in storage 
were limited to no more than thirty days’ milling consumption, 
excepting by special arrangement with the Grain corporation, and 
mills were not permitted to sell flour for longer deferred ship- 
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ments than thirty days, thus eliminating all chance of speculation 
(grain exchanges having been ordered by the government to 
suspend all dealings and quotations on futures) and preventing 
possible hoarding. 

A milling division of the food administration, organized to 
co-operate with the Grain corporation and headed by noted millers 
from various sections, regulated the milling trade by obtaining 
a standard agreement from all millers to operate on one basis, 
which bound them to buy and sell only at the direction of the grain 
corporation, and in doing so to maintain the fair price basis fixed 
by the Grain corporation price commission (detailed price sched- 
ules having been adopted by said commission after careful con- 
sideration of the conditions entering into production in each 
locality), even to the extent of discontinuing milling operations if 
it were not possible to secure their milling supply on the agreed- 
upon basis. 

When disputes arose as to price basis fixed by Grain corpora- 
tion representatives, grading, etc., in certain transactions in differ- 
ent sections, the machinery of a standing advisory board, which 
had been created to adjudge such disputes, was invoked and ulti- 
mately all matters were settled satisfactorily. 

The Grain corporation did everything possible to obtain neces- 
sary supplies for the millers, who agreed to operate on the profit 
basis fixed by the food administration (plus actual cost of pro- 
duction, which was reported in itemized statements), namely 25 
cents per barrel profit. The licensee further agreed that an author- 
ized representative of the food administration was at full liberty 
to inspect any and all property stored or held in possession or 
under control of licensee and all his records, no information so 
obtained, however, to be divulged to other sources than the United 
States food administration. Shippers and dealers, when ordered 
to ship, would do so to one of the Grain corporation buying zones, 
and would be remitted to by the Grain corporation when material 
was unloaded and checked by government inspectors (licensed by 
the secretary of agriculture), on the basis of weights, quality, etc., 
at government price basis. 

Dealers, furthermore, in carrying out the orders of the Grain 
corporation, were insured against loss by reason of decline in 
prices, as the form of contract entered into with the Grain cor- 
poration was so drawn that it offered ample protection against a 
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decline in value of material stored at instance of the Grain cor- 
poration, in case the buying level of the Grain corporation at any 
of the standard zone terminal markets was lowered, thereby also 
protecting any financial or banking loans made on the material. 

Beyond first supplying the calls of the Grain corporation, 
dealers were not restricted as to buyers or markets, but could 
not hold their prices in excess of cost of materials and actual 
expenses, plus the reasonable margin of profit stipulated by the 
food administration. 

While there was no restricted or specific “fair price basis” 
placed on the other products handled by the Grain corporation, 
outside of wheat and flour, in view of the fact that the corpora- 
tion was at all times the largest buyer of these products from the 
growers in all sections of the country, it naturally was in a posi- 
tion definitely to regulate fair prevailing prices at which these 
commodities could be dealt in, and practically did so throughout 
the entire country at all times. 

The cardinal object of the Grain corporation was so skillfully 
to manceuvre the allotment and distribution of the constantly 
changing supplies of available products throughout the country 
that there would always be on hand a sufficient supply in each 
locality according to its requirements. This made necessary the 
continuous adjustment of stocks by diverting supplies from one 
section to another, according to urgency of calls therefor. Having 
complete control over the situation and being informed as to quan- 
tities on hand in each zone at all times, as well as average require- 
ments, the Grain corporation was in a position to order special 
calls from certain sections promptly filled from other sections, 
as well as quick replenishment of low stocks in different zones, 
even though such zones were distant from zones that had supplies 
on hand. These operations, in normal times, would have been 
impracticable, owing to large expense of transfer involved. In this 
way serious shortages were avoided, and there was a compara- 
tively even distribution of all commodities produced. 

Conferences were called at intervals by the president of the 
Grain corporation of the representatives of the grain trade in the 
United States, at which times there were important discussions 
and exchanges of views on the various phases of the grain situa- 
tion, and methods were adopted to meet certain problems that had 
arisen from time to time. 
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The Grain corporation was in reality used by the food admin- 
istration as a concrete method of purchase and sales accounting, 
being a properly constituted and independent auditing committee 
which had been set up to check the details of transactions at every 
point, through reports and statements which were constantly being 
rendered to it from each zone, covering every individual transac- 
tion. The corporation was self-sustaining in that its operating 
expenses were covered by an administration fee of one per cent. 
which it charged buyers on the gross amount of each transaction, 
for its service. This fee covered the corporation’s office expenses 
and included cost of storage and handling. 

Each Grain corporation zone or agency was conducted as a 
separate unit, having been provided with a working cash fund 
from the central office at New York, to which office it reported 
its total transactions by telegraph daily and furnished detailed 
figures covering all its accounts, together with complete monthly 
statements of its earnings, which enabled the New York office 
constantly to have available what amounted to an exact duplicate 
set of books showing the accounts of all its agencies, which were 
periodically verified by traveling representatives of the Grain 
corporation’s auditors. The working fund of the zones (which in 
a sense was their capital) was not a fixed sum, but was adjusted 
from time to time as the needs of the agency required. The agen- 
cies were required monthly to remit their earnings to the general 
office and in turn they were reimbursed by the general office for 
their expenses. 

The method employed in financing the operations of the Grain 
corporation consisted of the use of trade acceptances to a con- 
siderable extent. Some two hundred and thirty millions of dollars 
were borrowed on trade acceptances and notes during the year 
1918. The collateral upon which the acceptances were issued 
represented elevator receipts covering wheat owned by the various 
agencies. As the New York office required collateral for accept- 
ances issued, it would instruct the agencies to deposit in their 
local banks collateral for the number of bushels required. The 
local banks would then hold this collateral “in trust” for the New 
York bank which acted as trustee for the collateral upon which 
the acceptances were issued and the acceptances were endorsed to 
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this effect. The agencies were permitted to make substitutions of 
this “in trust” collateral so that they could move any particular lot 
desired. 

In this manner the Grain corporation’s central office was in 
a position to put in circulation some fifty million dollars’ worth 
of acceptances each month, all maturing in three months (some 
of which covered renewals that were issued from time to time). 
Numerous banks throughout the country were the holders of such 
acceptances at various times. 

The fixed capital of the Grain corporation was increased by 
the food administration from fifty million dollars to one hundred 
and fifty million dollars during the fall of 1918, and in addition 
a loan was obtained from our allies of two hundred million dollars, 
the business of the Grain corporation having grown to such large 
proportions. 

The stupendous magnitude of the operations of the Grain cor- 
poration can best be illustrated by figures covering its purchases 
and sales of various products during 1918, which included total 
purchases of wheat amounting to $1,086,000,000, flour $437,400,- 
000, rye $40,000,000, beans $25,000,000, barley $15,000,000, 
rice $15,000,000, cereal products $18,000,000, peas $2,200,000, 
corn $1,200,000, butter oil $1,200,000, rolled oats $200,000; and 
total sales of wheat amounting to $818,000,000, flour $398,000,000, 
rye $18,000,000, beans $18,000,000, barley $8,000,000, rice 
$11,000,000, cereal products $15,000,000, peas $1,700,000, corn 
$800,000, butter oil $1,200,000, rolled oats $200,000; and in addi- 
tion miscellaneous commodities were purchased for the committee 
for relief in Belgium and European relief amounting to 
$60,000,000. 

It might be noted here that its exceptionally well organized 
system and the control exercised by the Grain corporation were 
of untold benefit to the allies in alleviating the condition of the 
distressed populace of Belgium by the rapid movement of com- 
modities. Shipments were made on all vessels that could possibly 
be requisitioned. At the same time the scant supplies of all other 
allied countries were replenished. 

The total sales of the Grain corporation for 1918 amounted to 
$1,330,000,000, and the disbursements were $1,800,000,000, with 
a large inventory remaining on hand. These huge sums involved in 
the operation of the Grain corporation are greater than even the 
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business done by some of our largest industrial corporations, the 
total yearly business last reported by the United States Steel cor- 
poration being $1,205,000,000, and that of Swift & Co., for 1918, 
$1,200,000,000. 

The vast operations of the Grain corporation which have been 
enumerated were accomplished with the comparatively insignifi- 
cant permanent investment, including fixtures and equipment, of 
about $165,000, as contrasted with the enormous investment of 
other American industrial corporations in machinery and equip- 
ment, amounting in some cases to hundreds of millions of dollars 
and necessitating the labor of hundreds of thousands of employees. 
The total number of employees in the central office of the Grain 
corporation at New York approximates 500, and its total running 
expenses, including zone agencies, amounted in 1918 to some 
$1,800,000, while handling and storage of commodities totaled 
$2,750,000, the government not carrying any insurance on its 
property. 

Considering that an exceedingly well regulated method of 
proper collection and distribution of food products was established 
by the Grain corporation, and the tremendous volume to which its 
operations rose in such brief space of time from its inception, great 
tribute is due the men who labored to bring about this result and 
were instrumental in rendering such valuable service in feeding 
the populace of this country and its allies. 
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Power and Service Costs 
By FrRepDERIC WILLIAM KILDUFF 


Although the problems that deal with the mechanical and 
operating efficiency of the generation, transmission and appli- 
cation of power and services lie within the province of the en- 
gineer, the financial efficiency is for the accountant to decide. By 
financial efficiency is meant the ascertainment of the costs of the 
various elements in the power classification and the comparison 
of them with some ideal standard. 

Since the word power has by usage come to be considered 
electrical power, when used in reference to costs, this definition 
will be applied to the following discussion, and all other power, 
whether expended on prime movers or not, will fall within the 
classification of services. Theoretically, this is not correct, for 
services are usually conveniences instituted for the benefit of 
the employees. But practically this arrangement is satisfactory 
and has the approval of engineers and accountants who have 
given the subject enough study. To classify high pressure steam 
and drinking water under the same head seems hardly logical, for 
one is indeed power used for production, while the other has 
nothing to do with transmitting its energy to a machine or engine 
but is merely a convenience for the worker. Nevertheless, it 
has been found more advantageous to use the following classifi- 
cation of power and services as shown below with the units by 
which their costs are measured. 


Power Name Unit 

1. Power K. W. H. (kilowatt hours) 
Services 

1. High pressure steam - 1,000 Ibs. 

2. Low pressure (process) steam 1,000 Ibs. 

3. Lavatory hot water 1,000 gals. 

4. Cold water 1,000 gals. 

5. Drinking water 1,000 gals. 

6. Compressed air 1,000 cubic feet 

7. Heat. 1,000,000 B. T. U. 
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In this classification there are two units that will probably 
cause trouble in understanding to the accountant with little or no 
mechanical experience. These units are kilowatt hours and B. T. U. 
(British thermal unit). Perhaps it will clear up matters a little 
if the accountant will realize that as gallons and pounds are the 
names of units by which various substances are measured, so 
kilowatt hour is the name of a unit by which electrical power is 
measured, and British thermal unit is the name given to a unit 
by which heat is measured. Their electrical or thermal equiva- 
lents may easily be found in any number of books on engineer- 
ing or physics. 

Power and service costs are separated for accounting and 
engineering reasons, into three divisions: 

a. Generation cost. 

b. Transmission cost—from powerhouse to outside walls 

of manufacturing buildings. 

c. Transmission cost—within manufacturing buildings. 

In a manufacturing plant with its power house detached from 
the manufacturing buildings, the following definitions of the above 
divisions will hold true invariably, while if the power house is 
not so detached, conditions will slightly change. Our discussion 
assumes the first condition. 


Generation cost 

Generation cost is that cost incurred in changing one form of 
energy into another. It constitutes all the costs within the power 
house—the supplies, the coal, the labor, the overhead consumed 
in this conversion. In the case of power this generation cost is 
carried up to the busbars, while in case of Services, the cost of 
generation is carried up to the meters just before the different 
elements leave the power house. 


Transmission cost (from powerhouse to outside walls of manu- 
facturing buildings) 

This cost considers only the cost of transmitting the various 
forms of energy (power and services) from the power house to 
the outside walls of the manufacturing buildings. The cost is 
chiefly a maintenance charge, and has most to do with the re- 
pairing and upkeep of the transmission lines, either wiring or 
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Transmission cost (inside the manufacturing buildings) 


This is the cost of maintaining and operating the various 
transmission lines within the manufacturing buildings themselves. 
It includes internal transmission cost up to the point where the 
energy is used. 

In dividing our power and service costs into the three divisions 
as shown above, it is possible at times to adjust our power and 
service rates by the correction of perhaps one separate division 
instead of all, should only one flat rate from generation to appli- 
cation be used. Again, the division allows for a comparison not 
only with each other, but with division rates for different periods 
and different plants of the same concern. If there are marked 
differences, the explanation for these, such as load factors, time 
of operation, etc., should be forthcoming. The increasing or the 
decreasing of equipment in operation—with qualifications, of 
course—reduces or raises respectively the cost per unit of power 
or service. This results from the fact that additional operated 
equipment increases the units consumed in a greater percentage 
than the rise in the percentage of cost, and vice-versa where the 
opposite is true. 

As the total cost of any of the eight classes is separated into 
three divisions described above, so each division in turn is also 
separated into three subdivisions. In other words, generation, 
transmission external and transmission internal costs are each 
composed of the following: 


1. Operation cost. 
2. Maintenance cost. 
3. Fixed charges of capital. 


Operation cost is that charge resulting from the supplies and 
labor consumed to keep the generating units in motion. Main- 
tenance cost represents the expenses incurred in the upkeep of 
generation and transmission equipment. Fixed charges of capital 
represent the cost of the service of capital. 

If the analysis is carried still further and if generation cost 
be used as an example to illustrate the other two divisions, the 
following schedule will result: 
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Generation cost 


1. Operation cost 
a. Material 
b. Labor 
c. Overhead 


2. Maintenance cost 
a. Material 
b. Labor 
c. Overhead 


3. Fixed charges of capital 
a. Depreciation 
b. Obsolescence 
c. Insurances 
d. Taxes 


Having prepared the outline above, it at once becomes apparent 
that items which compose it must be supported by details that 
originate from some record such as time slips, material requisi- 
tions, purchase journal or journal entry. Although the details 
below, under each caption of material, labor and overhead, may 
not be all inclusive, yet they are believed to be comprehensive 
enough to illustrate. It will be remembered that the cost of 
generation is being used as an example of all three divisions. 


Generation cost 
1. Operation cost 


a. Material 
1. Coal 
2. Water 
3. Lubricants 
4. Miscellaneous materials 
5. Miscellaneous charges 


b. Labor 

. Boiler room 
. Turbine room 
. Pump room 

. Compressors 
. Refrigerating 
. Electrical 

. Miscellaneous 
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c. Overhead 


1. 
2. 
3. 
4. 


5. 


Proportionate part of janitors’ labor 

Proportionate part of watchmen’s labor 

Proportionate part of chief engineer’s labor 

Proportionate part of chief engineer’s assistant’s 
labor 

Proportionate part of power engineer’s force 


Maintenance cost 


a. Material for 


. 


nN 


Building 

Boilers 

Boiler room auxiliary apparatus 
Turbines 

Pumps 

Compressors 


. Refrigerating machinery 


Auxiliary apparatus 
Electrical apparatus 
Piping 


. Wiring 
. Miscellaneous 


b. Labor for 


Buildings 


. Boilers 


Boiler room auxiliary apparatus 
Turbines 

Pumps 

Compressors 

Refrigerating machinery 
Auxiliary apparatus 

Electrical apparatus 

Piping 

Wiring 

Miscellaneous 
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c. Overhead 
1. Same items as make up overhead on operation cost 
2. Proportionate part of works engineer’s office force 


3. Fixed charges of capital 

a. Depreciation 

b. Obsolescence 

c. Insurances 

d. Taxes 
These fixed charges apply, first, to the land occupied by the power 
house and all other land necessary for its operation, such as coal 
storage and condenser ponds; second, to the power house building 
itself and all auxiliary structures such as oil houses, bunkers and 
chimneys; third, to all equipment within the power house covered 
by the twelve classes already given. 

For generation cost, then, fixed charges of capital apply on 
the following investments: 

1. Land used by power house. 

2. Power building and auxiliaries. 

3. Equipment necessary for generation or conversion. 

It is not practicable to analyze in detail the charges that make 
up the eight separate classes of power and service costs, in the 
same manner as described above in finding the cost of the genera- 
tion of power. There are two reasons for this: first, it would 
require too much accounting to obtain the necessary information ; 
second, no real benefit would accrue from the extreme accuracy, 
the more practical way being nearly as accurate and just as good 
for engineering and administrative purposes. 

The method used in practice to ascertain the cost of genera- 
tion is to total up the material, labor and overhead in all the 
operating and maintenance costs, and distribute this total to the 
various power and service divisions on the basis of the steam 
heat consumed by each division. Then to the amounts that are 
applicable to each division are added the fixed charges of capital 
applied to the investment in the equipment, plus a proportion of 
the capital charges on the land and buildings. This proportion 
is based on the percentage that the equipment in each division 
bears to the entire equipment of all divisions. 
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The power department reports of any well organized manu- 
facturing concern will show the number of million B. T. U.’s 
going to the various units, and if the heat that each unit absorbs 
is compared with the total heat absorbed by all units, it will give 
a percentage to each, which can be applied against the total gener- 
ation cost—that is, operating and maintenance. 

For example, if during a given period the total number of 
B. T. U.’s absorbed by all power and service divisions were 
102,205 million, and the number absorbed by each division were 
that shown in column one (1), the percentages shown in column 
two (2) would be the percentages used to distribute the operating 
and maintenance cost for that period. Let $20,000.00 be the total 
cost for the period and column three (3) will be the distribution. 


GENERATION COST 


Operating and maintenance 


Name Million B. T. U.’s_ Per cent. Distribution 
Power 54,857 53.69 $10,738.00 
High pressure steam 9,539 9.33 1,866.00 
Low pressure steam 8,286 8.11 1,622.00 
Hot water 1,556 1.52 304.00 
Cold water 501 49 98.00 
Drinking water 66 .06 12.00 
Compressed air 3,500 3.42 684.00 
Heat 23,900 23.38 4,676.00 

Totals 102,205 100.00 $20,000.00 


The first step in finding the generation cost of the eight divi- 
sions is to distribute the total operating and maintenance expenses 
within the power house to these divisions on the basis of the 
heat units consumed by each. This has been shown in the illus- 
tration above. 

The next and final step is to ascertain the capital charges on 
the equipment, buildings and land used by each division. To 
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find the investments in the equipment is not difficult, for a proper 
analysis of the equipment account will produce them. To find 
the proportions of the land and buildings occupied and apportion- 
able to each division is not so easy. In fact, due deliberation 
must be given as to the correct method to be used, as a method 
hastily adopted may lead to inaccurate costs. In the majority 
of cases the following method may be used to advantage. 

First find the investment in the land and buildings used in 
the production of power and services. Next find the investment 
in the equipment of each separate division, and totaling all equip- 
ment thus found, compute the percentage that each division bears 
to this total. Then apportion the investment in land and buildings 
according to these eight percentages. 


For example, let the following illustrate : 


Amount of investment Per cent. to total 


Name of division in equipment equipment 
Power $400,000.00 
High pressure steam 30,000.00 4.3 
Low pressure steam 20,000.00 2.9 
Hot water 6,000.00 8 
Cold water . 3,000.00 4 
Drinking water 7,000.00 1.1 
Compressed air 80,000.00 11.5 
Heat 150,000.00 21.5 

Totals $696,000.00 100.0 


Now, having found these percentages, and assuming that the 
investment in the land is $4,000.00 and the investment in the 
buildings is $300,000.00, a schedule may be made in the form 
below. 


Land, $4,000.00 
Buildings, 300,000.00 
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Investment Investment 

Percentage in land in buildings 

Name of division tobeused apportioned apportioned 
Power 57.5 $2,300.00 $172,500.00 
High pressure steam 4.3 172.00 12,900.00 
Low pressure steam 2.9 116.00 8,700.00 
Hot water 8 32.00 2,400.00 
Cold water 4 16.00 1,200.00 
Drinking water 1.1 44.00 3,300.00 
Compressed air 11.5 460.00 34,500.00 
Heat 21.5 860.00 64,500.00 
Totals 100.0 $4,000.00 $300,000.00 


The point has now been reached where, the capital invest- 
ments having been brought together, it is possible to apply the 
capital charges, namely, depreciation, obsolescence, insurance and 
taxes. It will be seen upon a moment’s reflection that all these 
charges will not be placed against the investment divisions. For 
instance, while all may be said to apply against equipment and 
buildings, taxes only are chargeable to land. 

In regard to the charge for depreciation, it may be of interest 
to know that our best steam engineers consider that the power 
house building itself should have the same rate of depreciation 
as the equipment for the generation of power, namely, the tur- 
bines and generators. This rate is approximately 5 per cent. The 
engineers contend that when the time comes when new or per- 
haps larger units are to be installed, it is economically and 
mechanically better to build a new power house. 

The charges for insurance and taxes can easily be found by 
a proper analysis of the above two accounts and a proper distri- 
bution to the eight divisions. 

Thus having obtained the expense of operation and main- 
tenance, and having found the proper charges for the use and 
protection of the capital investment, a final amount is found 
which, if divided by the units consumed during the period covered 
by the cost figures, gives the unit cost of the power or service. 
The accompanying schedule will illustrate. 
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EDITORIAL 
What the Profession Offers 


The superintendent of education in an American city made 
the assertion the other day that accountancy was the best paid 
profession, and for that reason he recommended that those of his 
students who were qualified by nature for analytical work should 
turn their attention to the study preparatory to entering the pro- 
fession. 

It is quite remarkable to find a statement of this sort by a 
man not engaged in business and supposedly not in touch with the 
actual practice of public accounting. It indicates that what 
accountants have known for some time is beginning to penetrate 
to the general public. 

As a matter of fact the accounting profession is probably the 
best paid in the world. If there be a profession in which the 
average compensation is higher it is not known to us. The law 
and several other professions frequently lead to the accumulation 
of large fortunes, but accounting has seldom done so. Indeed, 
we have yet to hear of a great fortune made solely from the prac- 
tice of accounting. Nevertheless the statement of our superin- 
tendent of education is correct. While a lawyer here or there 
makes a great deal of money legitimately from the practice of 
law, there are for every success many failures, and if it were 
possible to ascertain the average income derived from the prac- 
tice of law we should probably find that the lawyer as a whole 
is not to be envied, at any rate in point of monetary compensation. 

It is notorious that men who enter the church do so at the 
sacrifice of all prospect of financial prosperity derived from pro- 
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fessional work. It has been stated that the average income of 
clergymen throughout the country is somewhere in the neighbor- 
hood of $900 per annum. Figures in this case are more readily 
ascertainable than in any other profession. 

Practitioners of medicine and surgery affirm that the average 
income in their profession is far below the living requirements of 
even an unmarried man in these days of high prices. 

In other professions such as architecture, engineering, peda- 
gogy, etc., the average income is far from satisfactory to the 
recipients, but we have no actual figures from which to ascertain 
what is the average rate of return from the practice of any of 
them. Various estimates have been made, and although it may 
not be safe to accept any one as accurate, they are probably near 
enough to the facts to give a fairly correct indication of true 
conditions. 

In an endeavor to determine the average income of the man 
whose vocation is public accounting we have taken into considera- 
tion the varying fees prevalent in different parts of the country. 
For example, in New York, Chicago and other cities of the first 
class it is generally found that the fees charged by accountants 
are greater than those obtained in the small cities. When we 
come to even smaller communities where there may be only one 
or two accountants in practice the fees are proportionately less. 
In certain sections of the country it may be that the highest 
annual income of an accountant is below the average of the entire 
country. There are men practising in small towns whose total 
net income is less than the salary of a well qualified junior ac- 
countant in New York. On the other hand the number of men 
in the small communities is so much less than the number prac- 
tising in large cities that the small rate of compensation obtained 
by the former is more than offset by the larger return of the 
latter. 

A few years ago it would have been a difficult matter to find 
in the United States a dozen accountants whose total net income 
from the practice of their profession would average $50,000 per 
annum. Today we believe there is a score of men whose net 
incomes range from $100,000 per annum upward. 

Taking into consideration all the factors which we have 
mentioned and also the prevailing salaries for qualified account- 
ants in accounting offices, it appears that the public accountant 
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practising on his own account or in the employ of another account- 
ant earns an annual income somewhat in excess of $3,000. In this 
average we include men who have advanced somewhat beyond 
the initial stage of junior, but we have omitted the young man 
who is employed in an accounting office in no more responsible 
position than that of a clerical assistant. 

Assuming that this estimate of $3,000 per annum is reason- 
ably near the facts, it becomes evident that the statement made 
by our superintendent of education is correct. There is no other 
profession of which we have knowledge concerning which so 
striking a report could be made. 

Reasons for the comparatively generous compensation of ac- 
countants are not far to seek. In the first place the work is 
highly technical and can be permanently undertaken only by men 
with experience and ability of a peculiar nature. In the second 
place the supply is far short of the demand, and by every indi- 
cation the lack of balance between supply and demand will con- 
tinue for many years to come. 

In view of these facts it seems strange that there are not more 
newcomers every year in the profession. Our colleges and other 
accounting schools are turning out men with a good theoretical 
knowledge, and most of these men are aware of the opening which 
accounting presents. Many of them make a serious effort to 
establish themselves in professional work, but only a few succeed. 
This fact is due almost entirely to the lack of appreciation on the 
part of such men as to what actually constitutes the equipment 
and obligation of the successful public accountant. 

We have repeatedly drawn attention to the need for more 
young accountants and many of our correspondents have been 
inclined to challenge our statements when they have sought em- 
ployment in accounting offices and have failed to obtain it. They 
point out that the compensation offered to junior accountants is 
not sufficient to be attractive. They prefer to enter some voca- 
tion in which they can receive immediately a better return, and in 
many of these vocations upon which they enter they remain for 
years without material advancement ; whereas the able and earnest 
young man who enters accounting with a determination to stick 
to it until an assured position is reached will probably attain a 
competent livelihood sooner than the man who seeks immediate 
return. 
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The accounting profession has much to offer to the man who 
will work and who will make the initial sacrifice which is often 
required. The labor is extremely arduous and at times both 
mentally and physically exhausting. If the young man or woman 
is ready and able to pass through the probationary period the 
results are reasonably sure, and we believe that if these things 
could be impressed upon the minds of the younger generation, if 
the prospect of future successes could be justly weighed against 
a possible higher immediate compensation, the present dearth of 
accountants would soon be diminished. 

There is need for accountants. There is ample compensation 
for accountants. There is no prospect that the supply will over- 
take the demand within the lifetime of even the youngest of us 


The Profession Honored 


Members of the accounting profession of the United States 
and Great Britain will learn with pleasure that Arthur Lowes 
Dickinson has received the honor of knighthood ‘from King 
George. 

Sir Arthur Dickinson’s services during the war have been of a 
distinguished and valuable kind, particularly in regard to coal 
control, and it is eminently fitting that one of the leaders of the 
profession should receive this mark of his sovereign’s favor. 

He is a member of the American Institute of Accountants, 
fellow of the Institute of Accountants of England and Wales, and 
a certified public accountant of New York and other states. 

We cordially congratulate the recipient of the honor and the 
profession to which he belongs upon this official token of national 
appreciation. 
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Income Tax Department 
Epitep By JoHN B. 


In the April number was given a full list of contents with copious 
extracts of the regulations governing the administration of the income tax 
law, in the preliminary form in which they were at first issued. The 
treasury department has since published, under T, D. 2831, a revised edi- 
tion of these regulations, known as regulations 45. The new edition is 
in one compact volume (in place of the two preliminary instalments) and, 
in addition to the arrangement of the table of contents by which the 
articles are enumerated consecutively under their governing sections of 
the law, there is a valuable subject index at the end. Many amendments 
have been made in the regulations: new articles have been inserted, numer- 
ous topics re-named, others combined, regrouped or entirely eliminated. 
Consequently, the list of contents previously published being obsolete, we 
print herewith the revised table, for the purpose of giving a correct and 
comprehensive bird’s-eye view of the rules now in force. We have indi- 
cated by asterisks articles which are wholly or partly new matter or have 
been materially altered; and we also give the text of certain articles, not 
previously published, which are of particularly timely interest (indicated 
in the list of contents in italic type). 

An addition to article 23 supplies what had previously been lacking, 
the procedure to be followed when the basis of reporting is changed as 
between the cash and accrual methods. If the change is from the cash 
to the accrual basis, report the previous accruals, both debit and credit, 
not already reported, as well as those for the year for which the return 
is made; but if the change is from the accrual to the cash basis, exclude 
revenue receipts and disbursements already returned in previous years as 
accruals. In both cases mention the fact of the change, and state the 
amounts involved. 

Three new articles (Nos, 52-54) amplify further the principles involved 
in determining when income is to be accounted for. 

The rules on amortization of war plants or vessels (articles 181-188 
herewith) have been entirely re-written and enlarged. The loss from 
this source as determined by sale, abandonment or, if continued in use, by 
reproduction cost in April, 1919, is to be spread over the period from 
January 1, 1918, to the date of abandonment or to April, 1919, as the case 
may be. Full proof of the supporting facts is required, and the allowance 
will be finally determined on re-examination within three years after the 
close of the war. 

The subject of losses on inventories because of the sudden termination 
of hostilities is another question in regard to the working out of which 
much doubt has existed. This is now minimized by a new series of regula- 
tions (articles 261-268, also published herein). A mere shrinkage in value 
is not the kind of loss that is deductible; it must be an actual net loss 
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on sale in 1919 or on reinventory at the close of 1919 if the goods are 
then on hand. Although claims for refund may be filed once the inven- 
toried goods are sold, claims for abatement on the ground of shrinkage 
in value of goods not sold will not be passed upon until after the close 
of 1919, when the taxpayer must in both cases file a detailed accounting 
for his 1918 inventories. The only advantage in filing a claim for abate- 
ment when the goods have not been sold is in saving the payment of an 
excess tax for the time being, and this benefit may be lost if the claim 
is not sustained and interest at 12 per cent. per annum is charged. 

The preparation of consolidated returns is so much a matter of 
accounting that we give here the vital revised regulations on the subject, 
dealing with both the consolidation of income (articles 631-34, 636-37) and 
the consolidation of invested capital (articles 864-869). 

Under T. D. 2836 have been enumerated the tax exemptions applicable 
to Liberty bonds and victory notes in effect from January 1, 1919. Besides 
the exemption of the new notes from normal tax and of the 334% series 
from surtaxes, an additional exemption from surtaxes on previous issues 
is granted on three times the amount of Victory notes subscribed for and 
kept, up to $20,000 of principal, and a further exemption, not dependent 
at all on subscriptions to the fifth loan, of $30,000.00 of principal. 


REGULATIONS RELATING TO THE INCOME TAX AND WAR 
PROFITS AND EXCESS PROFITS TAXES . 


Unper Tittes II anp III or tHe Revenue Act or 1918 


Table of contents 
Part I. Income tax on individuals (sections 210-228) 
II. Income tax and war profits and excess profits tax on corporations: 
A. Income tax (sections 230-241) 
B. War profits and excess profits tax (sections 300-337) 
III. Administrative provisions (sections 250-261) 
IV. Definitions and general provisions (sections 1-206; 1301-1408) 


Index 
PART I. 
INCOME TAX ON INDIVIDUALS. 


[The section numbers refer to the statute and the article numbers to the 
regulations. 
Section 210. Normal tax 
Article 1. Income tax on individuals 
. Normal tax 
3. Persons liable to tax 
4. Who is a citizen 


Section 211. Surtax 
Article 11. Surtax 
12. Computation of surtax 
13. Surtax on sale of mineral deposits 


Section 212. Net income defined 
Article 21. Meaning of net income (See April number—page 283) 
22. Computation of net income (See April number—page 284) 
23. *Bases of computation (See also April number—page 284) 
24. Methods of accounting (See April number—page 284) 
25. Accounting period 
26. Change in accounting period 
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Section 213 (a). Gross income defined: inclusions 
Article 31. *What included in gross income 
Compensation for personal services 

33. *Compensation paid other than in cash 
34. *Compensation paid in notes 
35. *Gross income from business 
36. Long term contracts (See April number—page 285, Art. 33) 
37. State contracts 
38. Gross income of farmers 
39. oe hy stock and rights (See April number—page 285, Art. 


40. Sale of patents and copyrights 
41. Sale of goodwill 
42. Sale of personal property on instalment plan (See April 
number—page 285, Art. 39) 
43. 7 of Ps estate in lots (See April number—page 285, 
rt. 
44, Sale of real estate involving deferred payments 
45. Sale of real estate on instalment plan 
46. ——— payment sales of real estate not on instalment 
plan 
47. Annuities and insurance policies 
48. Rent and royalties 
49. Compensation for loss 
50. Replacement fund for losses 
51. *Forgiveness of indebtedness 
52. *When included in gross income 
53. */ncome not reduced to possession 
54. *Examples of constructive receipt 
Section 213 (b). Gross income defined: exclusions 
| Article 71. *What excluded from gross income 
72. Proceeds of insurance 
73. *Gifts and bequests 
74. Interest upon state obligations 
75. Dividends and interest from federal land bank and national 
farm loan association 
76. Dividends from federal reserve bank 
77. Interest upon United States obligations 
78. *Liberty bond exemption from normal tax in 1918 
79. *Liberty bond exemption from surtax and war profits and 
excess profits tax in 1918 
80. *Liberty bond exemption after December 31, 1918 
81. Liberty bond exemption in the case of trusts 
82. Liberty bond exemption in the case of partnerships and per- 
sonal service corporations 
83. Income of foreign governments 
84. *Income of states 
85. *Compensation of state officers 
86. *Compensation of soldiers and sailors 
' 87. *Income accruing prior to March 1, 1913 
88. *Subtraction for redemption of trading stamps 
Section 213 (c). Gross income defined: nonresident alien individual 
Article 91. Gross income of nonresident alien individuals 
92. Income of nonresident alien individuals not subject to tax 
93. *Income of nonresident aliens from United States bonds 
Section 214 (a) (1). Deductions allowed: business expenses 
Article 101. Business expenses 
102. Cost of materials 
103. Repairs 
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104. *Professional expenses 
105. Compensation for personal services (See April number— 
page 285) 
106. Treatment of excessive compensation 
107. Bonuses to employees (See April number—page 286) 
108. Pensions (See April number—page 286) 
109. Rentals (See April number—page 286) 
110. Expenses of farmers 
111. When charges deductible (See April number—page 286) 
Section 214 (a) (2). Deductions allowed: interest 
Article 121. Interest (See April number—page 287) 
122. Interest on capital (See April number—page 287) 
Section 214 (a) (3). Deductions allowed: taxes 
Article lul. Taxes 
132. Federal duties and excise taxes 
133. Taxes for local benefits 
134. Inheritance taxes 
Section 214 (a) (4), (5) and (6). Deductions allowed: losses 
Article 141. Losses 
142. Voluntary removal of buildings 
143. Loss of useful value (See April number—page 287) 
144. wen Sy securities and stocks (See April number— 
145. Losses of farmers 
Section 214 (a) (7). Deductions allowed: bad debts 
Article 151. Bad debts (See April number—page 288) 
152. Examples of bad debts : 
153. Worthless mortgage debt (See April number—page 288) 
154. Worthless securities (See April number—page 288) 
Section 214 (a) (8). Deductions allowed: depreciation 
Article 161. Depreciation (See April number—page 288) 
162. Depreciable property 
163. Depreciation of intangible property 
164. Capital sum returnable through depreciation allowance 
165. Method of computing depreciation allowance (See April 
number—page 288, Art. 166) 
166. Modification of method of computing depreciation (See 
April number—page 288, Art. 167 
167. *Depreciation of patent or copyright 
168. Depreciation of drawings and models 
169. Charging) off depreciation (See April number—page 289, 


170. Closing account 
171. Depreciation in the case of farmers 


Section 214 (a) (9). Deductions allowed: amortization 
Article 181. *Scope of provision for amortization 
182. *Property cost of which may be amortized 
183. *Cost recoverable through amortization 
184. *Cost which may be amortized 
185. *Method of amortization 
186. Additional requirements for amortization 
187. Redetermination of amortization allowance 
188. Information to be furnished by taxpayer 
Section 214 (a) (10). Deductions allowed: depletion 
Article 201. —- of mines, oil and gas wells (See April number— 
page 
202. Capital recoverable through depletion allowance in the case 
of owner 
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203. om recoverable through depletion allowance in the case 
of lessee 
204. Apportionment of deductions between lessor and lessee 
205. Determination of cost of deposits 
206. Determination of fair market value of deposits 
207. Revaluation of deposits not allowed 
208. Determination of quantity of ore in mine 
209. Determination of quantity of oil in ground 
210. —~ “ae of allowance for depletion of mines and oil 
wells 
211. Computation of allowance for depletion of gas wells 
212. Gas well pressure records to be kept 
213. Computation of allowance where quantity of oil or gas 
uncertain 
214. Computation of depletion allowance for combined holdings 
of oil and gas wells 
215. Depletion of mine based on advance royalties 
216. Depletion and depreciation accounts on books 
217. Statement to be attached to return where depletion of mine 
claimed 
218. Statement to be attached to return where depletion of oil 
or gas claimed 
219. Discovery of mine 
220. Discovery of oil and gas wells 
221. Proof of discovery of oil and gas wells 
222. Charges to capital and to expense in the case of mine 
223. *Charges to capital and to expense in the case of oil and 
gas wells 
224. Depreciation of improvements in the case of mine 
225. —— of improvements in the case of oil and gas 
wells 
226. Depletion and depreciation of oil and gas wells in years 
before 1916 
227. Depletion of timber (See April number—page 290) 
228. Capital recoverable through depletion allowance in the 
case of timber 
229. Computation of allowance for depletion of timber 
230. Revaluation of stumpage not allowed 
231. Charges to capital and to expense in the case of timber 
232. Depreciation of improvements in the case of timber 
233. Statement to be attached to return where depletion of tim- 
ber claimed 
Section 214 (a) (11). Deductions allowed: charitable contributions 
Article 251. Charitable contributions 
Section 214 (a) (12). Deductions allowed: loss in inventory 
Article 261. *Losses in inventory and from rebates 
262. *Loss from rebates 
263. *Loss in inventory 
264. *Loss where goods have been sold 
265. *Loss where goods have not been sold 
266. *Claims 
267. *Disposition of claims 
268. *Effect of claim in abatement 
Section 214 (b). Deductions allowed: nonresident alien individual 
Article 271. Deductions allowed nonresident alien individuals 
Section 215. Items not deductible 
Article 291. *Personal and family expenses 
. *Traveling expenses 
293. *Capital expenditures 
294. *Premiums on business insurance 
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Article 301. 
302. 
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Article 311. 


312. 
314. 
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316. 


Section 218. 


Article 321. 
322 


323. 
324. 


325. 
326. 
327. 


334, 
335. 
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Article 341. 
342. 
343. 
344. 


345. 
346. 


Section 220. 


Article 351. 
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Credits allowed 

*Credits against net income 

Personal exemption of head of family 
Personal exemption of married person 
Credit for dependents 


. *Date determining exemption 
. *Credits to nonresident alien individuals 
. *When nonresident alien individual entitled to personal ex- 


emption 
Nonresident aliens—Allowance of deductions and credits 
Allowance of deductions and credits to nonresident alien 
individual 
o is a nonresident alien individual 
Proof of residence of alien 
*Loss of residence by alien 
Duty of employer to determine status of alien employee 
*Allowance of personal exemption to nonresident alien em- 
ployee 
Partnerships and personal service corporations 
Partnerships 
Distributive shares of partners 
Credits allowed partners 
—— of partners in partnership with fiscal year ending 
in 
Application of different tax rates in the case of fiscal year 
of partnership ending i in 1918 
of partners in partnership with fiscal ‘year ending 
in 
Application of different tax rates in the case “a fiscal year 
of partnership ending in 1919 
Personal service corporations 
Personal service corporation with fiscal year ending in 1918 
Distributive shares of stockholders in personal service cor- 
poration 
Credits allowed stockholders of personal service corpora- 
tion 
Taxation of stockholders of personal service corporation 
with fiscal year ending in 1918 
Application of different tax rates in the case of fiscal year 
of personal service corporation ending in 1918 
Taxation of stockholders of personal service corporation 
with fiscal year ending in 1919 
Application of different tax rates in the case of fiscal year 
of personal service corporation ending in 1919 
Estates and trusts 
*Estates and trusts 
Estates and trusts taxed to fiduciary 
Decedent’s estate during administration 
Incidence of tax on estate or trust 
Estates and trusts taxed to beneficiaries 
*Credits to trust or beneficiary 
Profits of corporations taxable to stockholders 
Profits of corporation taxable to stockholders 


352. *Purpose to escape surtax 


353. 

Section 221. 
Article 361. 
362. 
363. 


*Unreasonable accumulation of profits 

Payment of tax at source 

Withholding tax at source 

*Fixed or determinable annual or periodical income 
Exemption from withholding 
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364. 
365. 
366. 
367. 


376. 

Section 222. 
Article 381. 
382 


383. 
384. 

Section 223. 
Article 401. 
402 


403. 
404. 


406. 
407. 

Section 224. 
Article 411. 
412. 

Section 225. 
Article 421. 
422. 
423. 
424, 
425. 

Section 226. 
Article 431. 


Section 227. 
Article 441. 
442. 

443. 

444, 

445. 

446. 

447. 


448. 
Section 228. 
Article 451. 
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Ownership certificates for interest coupons 

Form of certificate where withholding required 
Form of certificate where no withholding required 
Use of substitute certificates 


68. *Interest coupons without ownership certificates 
. *Interest on registered bonds 


Return of tax withheld 
Withholding in 1918 
Release of excess tax withheld 


. *Use of information return where no actual withholding 


Ownership certificates in the case of fiduciaries and joint 
owners 

Withholding in the case of enemies 

*Return of income from which tax withheld 
Credit for taxes 

Analysis of credit for taxes 

Meaning of terms 

Conditions of allowance of credit 

Redetermination of tax when credit proves incorrect 
Individual returns 
*Individual returns 

Form of return 

Return of income of minor 

Return of income of nonresident alien 

Return of corporate dividends 

Verification of returns 

Use of prescribed forms 

Partnership returns 

Partnership returns 

Contents of partnership return 
Fiduciary returns 

Fiduciary returns 

Return by guardian or committee 

Returns where two trusts 

Return by receiver 

Return for nonresident alien beneficiary 
Returns where accounting period changed 

Returns where accounting period changed (See April 

number—page 291) 

Time and place for filing return 

Time for filing return (See April number—page 291) 


2. *Time for filing return upon death or termination of trust 


*Extension of time by collector 

Extension of time by commissioner 7 
Extension of time in the case of persons abroad 
Extension of time in the case of enemies 

Last due date 

Place for filing return 
Understatement in returns 

Understatement of income 


PART II. 


Income Tax AND War Prorits Excess Prorirs TAx CoRPORATIONS 


A. Income Tax 


Section 230. Tax on cerporations 


Article 501. 
502. 
503. 
504. 


Income tax on corporations 

Rates of tax 

Corporations liable to tax 

Tax on transportation corporatiens 
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Section 231. 


Article 511. 
512. 
513. 
514. 
515. 
516. 
517. 
518. 
519. 
520. 
521. 
522. 


Section 232. 


Article 531. 


Section 233. 


Article 541. 
542. 
543. 


Section 234. 


Article 561. 
562. 
. *Sale of capital stock, bonds and capital assets 


Section 235. 


Article 581. 
582. *Capital expenditures 


Section 236. 


Article 591. 


Section 237. 


Article 601. 


Section 238. 


Article 611. 


Section 239. 


Article 621. 
622. 
623. 
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Conditional and other exemptions 

Proof of exemption 

Agricultural and horticultural organizations 

Mutual savings banks 

Fraternal beneficiary societies 

Building and loan associations 

Cemetery companies 

Religious, charitable, scientific and educational corporations 
Business leagues 

Civic leagues 

Social clubs 

Mutual insurance companies and like organizations 
Cooperative associations 


Net income defined 
Net income (See April number—page 291) 


Gross income defined 

Gross income 

Sale of capital stock (See April number—page 291) 
— by stockholders (See April number—page 


. *Sale and retirement of corporate bonds 


— capital assets (See April number—page 292, Art. 
) 


Income from leased property 


. *Gross income of corporation in liquidation 


Gross income of insurance companies 


. *Gross income of life insurance companies 
. Gross income of foreign corporations 


Deductions allowed 
Allowable deductions (See April number—page 292) 
Donations (See April number—page 


Interest 

Effect of tax-free covenant in bond (See April number— 
page 292, Art. 564) 

Tax on bank stock 

Depositors’ guaranty fund 


. *Deductions allowed insurance companies 


Required addition to reserve funds of insurance companies 


. *Special deductions allowed in the case of combined life, 


health and accident policies 


. *Special deductions allowed mutual marine insurance com- 


panies 


. *Special deductions allowed mutual insurance companies 


Deductions allowed foreign corporations 


Items not deductible 
Items not deductible 


Credits allowed 

Credits allowed 

Payment of tax at source 

Withholding in the case of nonresident foreign corporations 
Credit for taxes 

Credit for foreign taxes 

Corporation returns 

Corporation returns (See April numher—page 293) 
Returns by receivers 

Returns of insurance companies 
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565. 
566. 
567. 
568 
570 
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624. 
625. 


626. 

Section 240. 
Article 631. 
632. 
633. 


634. 
635. 
636. 


637. 
638. 


Section 241. 
Article 651. 


Section 300. 
Article 701. 


Section 301. 
Article 711. 
712 


713. 


714, 


715. 
716. 
717. 


718. 
719. 
720. 


Section 302. 
Article 


733. 


Section 303. 
Article 741. 
742. 
743. 


Section 304. 
Article 751. 
752. 

753. 


Section 305. 
Article 761. 
Section 310. 
Article 771. 
Section 311. 
Article 781. 
782 
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Returns of personal service corporations (See April num- 
ber—page 293) 
Re of foreign corporations (See April number—page 
*Returns for fractional part of year 
Consolidated returns 
Affiliated corporations 
Consolidated returns 
*When corporations are affliated 
Change in ownership during taxable year 
Corporation deriving chief income from government con- 
tracts 
Domestic corporation affiliated with foreign corporation 
Consolidated net incotne of affiliated corporations 
Different fiscal years of affiliated corporations 


Time and place for filing returns 
Time and place for filing returns 


B. War Profits and Excess Profits Tax 


General definitions 
War profits and excess profits tax 


Imposition of tax 
Imposition of tax 
Computation of tax for 1918 
Computation of tax for years after 1918 
Computation of tax on income from government contracts 
Allocation of net income to particular source 
Illustration of computation of tax 
Illustration of computation where no tax under third 
bracket 
Illustration of computation where excess profits credit not 
exhausted under first bracket 
Illustration of computation where net income derived from 
government contract 
*I}lustration of computation where return for period of less 
than 12 months 
Limitation of tax 
Short form of computation of limitation 
*Limitation when return for fractional part of year 
*Illustration of computation of limitation 
Tax when partly personal service business 
Apportionment of invested capital and net income 
Computation of tax upon net income 
Illustration of computation of tax where partly personal 
service business 
Exemptions 
Corporations exempt from tax 
Net income exempt from tax 
Illustration of computation of tax where net income from 
gold mining 
Apportionment of specific exemption 
Apportionment of specific exemption 
Pre-war period 
Pre-war period 
War profits credit 
War profits credit 
War profits credit where meager pre-war net income 
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783. 
784. 


785. 


Section 312. 


Article 791. 


Section 320. 


Article 801. 


802. 


Section 325. 


Article 811. 


812. 


814. 


815. 
816. 
817. 
818. 


Section 326. 


Article 831. 
832. 


833. 
834. 
835. 
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War profits credit where no pre-war period 
War profits credit where no pre-war period in special cir- 
cumstances 
War profits credit in the case of affiliated corporations 
Excess profits credit 
Excess profits credit 
Net income 
Net income 
Pre-war net income of affiliated corporations 
Terms relating to invested capital 
—— and tangible property (See April number—page 
Borrowed capital: securities (See April number—page 294) 
Borrowed capital: amounts left in business (See April 
number—page 
Borrowed capital: other illustrations (See April number— 
page 294) 
Inadmissible assets (See April number—page 294) 
Inadmissible assets: government bonds 
Inadmissible assets: partial exception 
Admissible assets (See April number—page 295) 
Invested capital 
Meaning of invested capital (See April number—page 295) 
Cash paid in: bonus stock 
Tangible property paid in: evidences of indebtedness 
Tangible property paid in: inadmissible assets 
Tangible property paid in: mixture of tangible and intan- 
gible property . 
Tangible property paid in: value in excess of par value of 
stock (See April number—page 295 
Surplus and undivided profits: paid-in surplus (See April 
number—page 295) 
Surplus and undivided profits: earned surplus (See April 
number—page 296) 
Surplus and undivided profits: allowance for depletion 
and depreciation 
Surplus and undivided profits: additions to surplus account 
Surplus and undivided profits: limitation of additions to 
surplus account 
Surplus and undivided profits: property paid in and subse- 
quently written off 
Surplus and undivided profits: patents 
Surplus and undivided profits: reserve for depreciation or 
depletion 
Surplus and undivided profits: reserve for income and 
excess profits taxes (See April number—page 296) 
Surplus and undivided profits: insurance on officers 
Surplus and undivided profits: property taken for debt 
or in exchange 
Surplus and undivided profits: discount on sale of bonds 
Surplus and undivided profits: miscellaneous 
Surplus and undivided profits: current profits (See April 
number—page 
Intangible property paid in (See April number—page 296) 
Percentage of inadmissible assets (See April number— 
page 297) 
Changes in invested capital during year (See April number 
—page 297) 
Computation of average invested capital 
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836. 
837. 
: 838. 
839. 
840. 
841. 
842. 
843. 
844. 
845. 
846. 
| 847. 
848. 
849. 
850. 
851. 
852. 
854. 


869. 


870, 
Section 327. 


Article 901. 


Section 328. 


Article 911. 
912. 
913. 


914. 


Section 330. 


Article 931. 
932. 


933. 
934, 


Section 331. 


Article 941. 


Section 335. 


Article 951. 
952. 
953. 


954. 
955. 


Section 336. 


Article 961. 
962. *Returns in special cases 


871. 


Income Tax Department 


Invested capital for full year or less 

Illustration of return for fractional part of year 

Method of determining available net income (See April 
number—page 29 

Effect of ordinary dividend (See April number—page 298) 

Effect of stock dividend (See April number—page 298) 

Impairment of capital (See April number—page 298) 

Surrender of stock (See April number—page 298) 

Purchase of stock (See April number—page 298) 

Invested capital and other measures of capital (See April 
number—page 299) 

Affiliated corporations: invested capital 

Affiliated corporations: intangible property paid in 

Affiliated corporations: inadmissible assets 

a corporations: stock of subsidiary acquired for 
cas. 

— corporations: stock of subsidiary acquired for 
stoc 

Affiliated corporations: invested capital for pre-war period 

*Insurance companies 

*Foreign corporations 


Special cases 
Treatment of special cases 


Computation of tax in special cases 


Computation of tax in special cases 

Determination of first instalment of tax in special cases 

*Determination of first instalment of tax in the case of 
foreign corporation 

*Payment of tax in special cases 


Reorganizations 


Scope of reorganizations 
Net income and invested capital of predecessor partner- 
ship or individual 
Election to be taxed as corporation 
Adjustment for asset differently valued in pre-war invested 
capital 
Valuation of assets upon reorganization 
Valuation of asset upon change of ownership (See April 
number—page 


Fiscal years ending in 1918 or 1919 


Fiscal year with different rates 

Fiscal year of corporation ending in 1918 

Deductions and credits in the case of fiscal year ending in 
918 


Fiscal year of corporation ending in 1919 

Illustration of computation of tax for fiscal year 
Returns 

Returns 


Section 337. Sale of mineral deposits 


Article 971. 
972. 


Section 250. 


Tax on sale of mineral deposits 
Illustration of computation of tax where sale of mineral 
deposits 
PART III 
Administrative provisions 
Payment of taxes 


Article 1001. Time for payment of tax 
1002. Payment of tax when no proper return 
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1003. Interest on tax 

1004. Penalty for failure to file return 

1005. Penalty for understated return 

1006. Penalty for nonpayment of tax 

1007. Notice and demand of payment 

1008. Collection of tax by suit 

1009. Collection of tax by distraint 

1010. Enforcement of tax lien by bill in equity 
1011. Compromise of tax cases 

1012. Assessment of tax 

1013. Declaration of termination of taxable period 


Section 251. Receipts for taxes 
Article 1021. Receipts for tax payments 
Section 252. Refunds 
Article 1031. Authority for abatemeni, credit and refund of taxes 
1032. Claims for abatement of taxes erroneously assessed 
1033. Claims for abatement of uncollectible taxes 
1034. *Claims for credit of taxes erroneously collected 
1035. *Action on claims for credit 
1036. Claims for refund of taxes erroneously collected 
1037. Suits for recovery of taxes erroneously collected 
1038. Claims for refund of sums recovered by suit 


Section 253. Penalties 
Article 1041. Specific penalties 
Section 254. Returns of payments of dividends 
Article 1051. Return of information as to payments of dividends 


Section 255. Returns of brokers 
Article 1061. Return of information by brokers 
Section 256. Information at source 
Article 1071. Return of information as to payments of $1,000 
1072. Return of information as to payments to employees 
1073. *Return of information by partnerships, personal service 
corporations and fiduciaries 
1074. Cases where no return of information required 
1075. Return of information as to interest on corporate bonds 
1076. — of information as to payments to nonresident 
aliens 
1077. Source of information as to foreign items 
1078. Ownership certificates for foreign items 
1079. Return of information as to foreign items 
1080. Information as to actual owner 
Section 257. Returns to be public records 
Article 1091. Inspection of returns 
1092. Inspection of returns by state 
1093. Inspection of returns by stockholder 
1094. Penalties for disclosure of returns 
Section 258. Publication of statistics 
Article 1101. Statistics of income 
Section 259. Collection of foreign items 
Article 1111. License to collect foreign items 
Section 260. Citizens of United States possessions 
Article 1121. Status of citizen of United States possession 
Section 261. Porto Rico and Philippine Islands 
Article 1131. Income tax in Porto Rico and Philippine Islands 
1132. Taxation of individuals beetween United States and 
Porto Rico and Philippine Islands 
1133. Taxation of corporations between United States and Porto 
Rico and Philippine Islands 
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PART IV 


Definitions and general provisions 


Section 1. General definitions 


Article 1501. 


1502. 


1503. 


1504. 


1505. 
1506. 
1507. 
1508. 
1509. 
1510. 


Person 

Association 

Association distinguished from partnership 
*Association distinguished from trust 
Limited partnership as partnership 
Limited partnership as corporation 

Joint ownership and joint adventure 
*Insurance company 

Domestic and foreign persons 
*Government contract 


Section 200. Definitions 


Article 1521. 
1522. 
1523. 
1524. 
1525. 
1526. 


1527 


1528. 


1529. 
1530. 


1531. 
1532. 


1533. 


Fiduciary 

Fiduciary distinguished from agent 

Personal service corporation 

*Personal service corporation: certain corporations ex- 
cluded 

Personal services rendered by personal service: corpora- 
tion 

Personal services rendered by personal service corpora- 
tion: more than one business 

Activities of stockholders of personal service corporation 

Activities of stockholders of personal service corporation : 
conduct of affairs 

Activities of stockholders of personal service corpora- 
tion: stock interest required 

Activities of stockholders of personal service corpora- 
tion: change in ownership 

Capital of personal service corporation 

Capital of personal service corporation: inference from 
use 

“Taxable year, 


” <6 


withholding agent,” and “paid” 


Section 201. Dividends 


Article 1541. 
1542. 


Dividends 

*Presumption as to source of distribution 

Distributions which are not dividends 

Dividends paid in property (See April number—page 299, 
Art. 1543) 

Stock dividends 

Stock dividends of 1918 

Sale of stock received as dividend 

Distribution in liquidation 

Distribution from depletion or depreciation reserve 


Section 202. Basis for determining gain or loss 


Article 1561. 
1562. 


1566. 


1570. 


Basis for determining gain or loss from sale 

Sale of property acquired by gift or bequest 

Exchanges of property 

Determination of gain or loss from exchange of property 

Exchange of different kinds of property 

*Exchange of property and stock 

Exchange of stock for other stock of no greater par 
value 

*Determination of gain or loss from subsequent sale 

Exchange of stock for other stock of greater par value 

*Readjustment of partnership interests 
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1546. 

1547 

1548. 

1549. 

1563. 

1564. 
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1568. 

1569 
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Section 203. Inventories 
Article 1581. Need of inventories 
1582. *Valuation of inventories 
1583. Inventories at cost (See April number—page 300) 
1584. Inventories at market (See April number—page 300) 
1585. Inventories by dealers in securities (See April number— 
page 300) 
Section 204. Net losses 
Article 1601. Scope of net losses 
1602. *Claim for allowance of net loss 
1603. Allowance of net loss 
Section 205. Fiscal year with different rates 
Article 1621. Fiscal year with different rates 
1622. Fiscal year of corporation ending in 1918 
1623. Deductions and credits in the case of corporation fiscal 
year ending in 1918 
1624. Fiscal year of individual ending in 1918 
1625. Fiscal year of corporation or individual ending in 1919 
Section 206. Parts of income subject to rates for different years 
Article 1641. Parts of income subject to rates for different years 
1642. Stock dividend subject to rates for different years 
Section 1301. Advisory tax board 
Article 1701. Submission of questions to advisory tax board 
1702. Procedure before advisory tax board 


Section 1305. Extension of existing statutes 
Article 1711. Aids to collection of tax 
Section 1313. Fractional part of cent 
Article 1721. When fractional part of cent may be pa 
Section 1314. Medium of payment of tax 
Article 1731. Payment of tax by certificates of indebtedness 
1732. Procedure with respect to certificates of indebtedness 
1733. Payment of tax by uncertified cheques 
1734. Procedure with respect to dishonored cheques 
Section 1318. Jurisdiction of district courts 
Section 1320. Deposit of United States bonds as security 
Section 1400. Repeal of former acts 
Section 1402. Validating provision 
Section 1405. Citation of act 
Section 1408. Inspection of government contracts 
Section 1409. Authority for regulations 
Article 1800. Promulgation of regulations 


Income 


Art. 23. Bases of computation.—The return of income shall in every 
case be made on the basis clearly reflecting the income, including such 
items of income and deductions as properly would have been included 
in the return for the preceding taxable year had the present basis been 
used, but which were not so included, and excluding such items of income 
and deductions as would have been excluded from the return for the 
preceding taxable year had the present basis been used, but which were 
in fact included. A separate statement shall be attached to the return 
showing in detail all such items and the reasons why they were excluded 
or included in the return for the preceding taxable year. If in the opinion 
of the commissioner the net effect of such items upon the net income 
for the taxable year indicates that the returns for any previous years 
did not approximately reflect the true income for such years, amended 
returns for such years may be required. 
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Art. 52. When included in gross income.—Gains, profits and income 
are to be included in the gross income for the taxable year in which 
they are received by the taxpayer, unless they are included when they 
accrue to him in accordance with the approved method of accounting 
followed by him. See articles 21-24. Lands which are received as com- 
pensation for services in one year, the title to which is disputed and in 
a later year adjudged to be valid, constitute income to the grantee in 
the former year. On the other hand, a person may sue in one year on 
a pecuniary claim or for property, but money or property recovered on 
a judgment therefor rendered in a later year would be income in that 
year, assuming that it would have been income in the earlier year if then 
received. This is true of a recovery for patent infringement. Bad debts 
or accounts charged off because of the fact that they were determined 
to be worthless, which are subsequently recovered, whether or not by 
suit, constitute income for the year in which recovered, regardless of 
the date when the amounts were charged off. See articles 111 and 151. 
In view of the unusual conditions prevailing at the close of the year 1918 
it is recognized that many items of gross income, such as claims for 
compensation under cancelled contracts, together with claims against 
contracting departments of the government for amortization and other 
matters, while properly constituting gross income for the taxable year 1918 
were undecided and not sufficiently definite in amount to be reported in 
the original return for that year. In every such case the taxpayer should 
attach to his return a full statement of such pending claims and other 
matters, and when the correct amount of such items is ascertained an 
amended return for the taxable year 1918 should be filed. 

Art. 53. Income not reduced to possession.—Income which is credited 
to the account of or set apart for a taxpayer and which may be drawn 
upon by him at any time is subject to tax for the year during which so 
credited or set apart, although not then actually reduced to possession. 
To constitute receipt in such a case the income must be credited to the 
taxpayer without any substantial limitation or restriction as to the time 
or manner of payment or condition upon which payment is to be made. 
A book entry, if made, should indicate an absolute transfer from one 
account to another. If the income is not credited, but is set apart, such 
income must be unqualifiedly subject to the demand of the taxpayer. 
Where a corporation contingently credits its employees with bonus stock, 
but the stock is not available to such employees until the termination of 
five years of employment, the mere crediting on the books of the corpora- 
tion does not constitute receipt. The distinction between receipt and 
accrual must be kept in mind. Income may accrue to the taxpayer and 
yet = be subject to his demand or capable of being drawn on or against 
by him. 

Art. 54. Examples of constructive receipt—Where interest coupons 
have matured, but have not been cashed, such interest payment, though 
not collected when due and payable, is nevertheless available to the tax- 
payer and should therefore be included in his gross income for the year 
during which the coupons matured. This is so if the coupons are 
exchanged for other property instead of eventually being cashed. Dividends 
on corporate stock are subject to tax when set apart for the stockholder, 
although not yet collected by him. See section 201 of the statute and 
articles 1541-1549, The distributive share of the profits of a partner in 
a partnership or of a stockholder in a personal service corporation is 
regarded as received. See section 218 of the statute and articles 321-335. 
Interest credited on savings bank deposits, even though the bank nom- 
inally have a rule, seldom or never enforced, that it may require so many 
days’ notice in advance of cashing depositors’ cheques, is income to the 
depositor when credited. An amount credited to shareholders of a build- 
ing and loan association, when such credit passes without restriction to 
the shareholder, has a taxable status as income for the year of the credit. 
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Where the amount of such accumulations does not become available to 
the shareholder until the maturity of a share, the amount of any share 
in excess of the aggregate amount paid in by the shareholder is income 
for the year of the maturity of the share. 


Amortization 


Art. 181. Scope of provision for amortization—Any allowance made 
to a taxpayer by a contracting department of the government or by any 
other contractor for amortization or fall in the value of property, either 
as a part of the cost of production or as a part of the price of the 
product, shall be included in gross income. See article 52. The amount 
to be allowed as a deduction from gross income for amortization for 
the purpose of the tax is to be based upon the provisions of articles 181 
to 188, pursuant to which the deduction should be made instead of upon 
the basis of any amounts contractually or otherwise determined. The 
allowance for amortization covers the decline in value of the property 
subject thereto and is inclusive of the depreciation which would ordinar- 
ily be allowable separately. Depreciation for any taxable period after 
December 31, 1917, should, therefore, not be claimed with respect to 
property as to which an allowance for amortization is claimed. See also 
section 204 of the statute and articles 1601-1603. 

Art. 182. Property cost of which may be amortized—The taxpayer 
may make a reasonable deduction from gross income not in excess of a 
sum sufficient to extinguish the cost of buildings, machinery, equipment 
or other facilities constructed, erected, installed or acquired on or after 
April 6, 1917, for the production of articles contributing to the prosecution 
of the present war, and of vessels constructed or acquired on or after 
such date for the transportation of articles or men contributing to the 
prosecution of the present war. In the case of property the construction 
or installation of which was commenced before April 6, 1917, and com- 
pleted subsequently to that date, amortization will be allowed with respect 
only to the cost incurred on or after April 6, 1917. 

Art. 183. Cost recoverable through amortization—The total amount 
to be extinguished by amortization, in general, is the excess of the unex- 
tinguished or unrecovered cost of the property over its maximum value 
(either for sale or for use as part of the plant or equipment of a going 
business) under stable post-war conditions. Under the provisions of the 
statute authorizing re-examination of the claim at any time within three 
years after the termination of the present war, the allowance will be 
finally determined upon such basis. However, in many cases it will be 
impracticable during the calendar year 1919 to make final determination 
either of the length of the amortization period or of the value of the 
property under stable post-war conditions. Consequently in returns made 
during the calendar year 1919 the amortization allowance will tentatively 
be determined in accordance with articles 184 and 185. 

Art. 184. Cost which may be amortized.—For the purpose of making 
returns in 1919 the total amount to be extinguished by amortization is the 
difference between the value of the property on the bases indicated below 
and the original cost of the property less any amounts ctherwise deducted 
for depreciation, losses, etc., prior to January 1, 1918; or in the case of 
property acquired or completed after December 31, 1917, it is the difference 
between the value of the property on the bases indicated below and the 
cost of such property at the date of acquisition or completion. 

(1) In the case of property useful only during the ‘war period and 
permanently discarded at the date of the return the basis is the salvage 
value as of the date when the property was discarded. 

(2) In the case of property still in use which will not be required for 
the future use of the business and which is certain to be permanently 
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discarded before the last instalment payment of the tax covered by the 
return, the basis is the salvage value as of the date when the property 
will be permanently discarded. 

(3) In the case of other property the basis is the estimated repro- 
duction cost as of April, 1919, of such property in its then condition. In 
the final determination such cost will be ascertained under stable post-war 
conditions, without reference to such date. 

A special record of all property falling in classes (1) and (2) must 
be preserved by the taxpayer and the commissioner must be promptly 
advised (a) if such property is restored to use; (b) the selling price if 
sold; and (c), if still on hand and not in use at the close of the three 
year period, the reasons why such property has not been disposed of. 


Art. 185. Method of amortization—For the purpose of making returns 
in 1919 the amount to be extinguished by amortization shall be spread 
in proportion to the net income (computed without benefit of the amorti- 
zation allowance) between January 1, 1918, and the following dates: (a) 
if the claim is based on subdivision (1) of article 184, the date when the 
property was permanently discarded; (b) if the claim is based on sub- 
division (2) of article 184, the date upon which the property will be 
permanently discarded ; and (c) if the claim is based upon subdivision (3) 
of articie 184, April, 1919. All taxpayers claiming an allowance for amor- 
tization will be required to estimate the amount of their net income for 
the period between January 1, 1918, and the dates specified above, and 
also to estimate what part of such net income is properly allocable to 
the calendar year 1918 and what part thereof is properly allocable to the 
calendar year 1919. Such estimates shall be the basis for apportioning 
the amounts to be extinguished by amortization between the calendar 
years 1918 and 1919. Taxpayers reporting on the fiscal year basis (a) 
in all computations based upon 1918 rates shall use the amount of such 
allowance apportioned to the calendar year 1918; (b) in any computation 
based upon 1919 rates for a year beginning in 1918 and ending in 1919 
shall use the amount of such allowance apportioned to the calendar year 
1919; and (c) in any computation for a fiscal year beginning in 1919 
shall use as many twelfths of the allowance apportioned to the calendar 
year 1919 as there are months of such fiscal year falling in the calendar 
year 1919, 

Art. 186. Additional requirements for amortization—Claims for 
amortization must be unmistakably differentiated in the return from all 
other claims for wear, tear, obsolescence and loss. No such claim will 
be allowed unless it is reflected in any accounts submitted by the tax- 
payer to stockholders and in any credit statements by the taxpayer to 
banks, and is given full effect on his financial books of account. If gov- 
ernment or other contracts taken by the taxpayer contained recognition 
of amortization as an element in the cost of production, copies of such 
contracts shall be filed with the taxpayer’s return, together with a state- 
ment and description of any sums received on account of amortization 
and the basis upon which they were determined. In any case in which 
an allowance has been made for amortization of cost the taxpayer will 
not be allowed to restore to his invested capital for the purpose of the 
war profits and excess profits tax any portion of the amount covered by 
such allowance. 

Art. 187. Redetermination of amortization allowance.—A_ redeter- 
mination of the deduction allowed on account of amortization may, or 
at the request of the taxpayer shall, be made by the commissioner at any 
time within three years after the termination of the present war, and if 
as a result of an appraisal or from other evidence it is found that the 
deduction originally allowed was incorrect, the amount of tax due for 
each taxable year during the amortization period will be adjusted by 
additional assessment or by refund. 
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Art. 188. Information to be furnished by taxpayer—To obtain the 
benefit of this provision of the statute the taxpayer must establish to the 
satisfaction of the commissioner that the entire deduction claimed and 
the proportion claimed for any particular year are reasonable. The 
taxpayer shall also submit a supplementary statement setting forth the 
following information: (a) a description of the property in reasonable 
detail; (b) the date or dates on which the property was acquired and 
from whom, or, if constructed, erected or installed by the taxpayer, the 
dates on which such construction, erection or installation was begun 
and completed; (c) evidence establishing the intention of the taxpayer 
on and after April 6, 1917, or on and after the date of acquisition or 
the date of beginning construction, erection or installation, to devote such 
property or vessels to the production of articles (or, in the case of vessels, 
the transportation of articles or men) contributing to the prosecution 
of the present war; (d) the cost of construction, erection, installation 
or acquisition; (e) the value of the property after termination of the 
amortization period; (f) a segregation of the property permanently dis- 
carded, or of the property which will be permanently discarded before 
the last instalment payment covered by the return; (g) all deductions 
from gross income otherwise taken or claimed with respect to such prop- 
erty; (h) the computation by which the total amount to be extinguished 
by amortization was determined; and (i) the computation by which the 
proportion of the amortization charge claimed as a deduction in the tax- 
able year for which the return is being made was determined. 


Losses in inventory 


Art. 261. Losses in inventory and from rebates—Taxpayers are al- 
lowed deductions from net income for the taxable year 1918 for losses 
resulting (a) from material reductions after the close of the taxable 
year 1918 of the values of inventories for such taxable year, and (b) 
from actual payments after the close of the taxable year 1918 of rebates 
in pursuance of contracts entered into during such year upon sales made 
during such year. The taxable year of the taxpayer, whether calendar 
or fiscal, is meant in every case. Such deductions may be secured by 
two methods, either by a claim in abatement or by a claim for refund, 
and must not be entered upon the regular return. 

Art. 262. Loss from rebates—Where after the close of the taxable 
year 1918 rebates have been bona fide paid in pursuance of contracts 
entered into during such year upon sales made during such year, the net 
income for that year may be reduced by the deduction of the amount of 
such rebates actually paid. No such deduction will be allowed unless the 
profits from such sales have been included in the income for the taxable 
year 1918. 

Art. 263. Loss in inventory.—Inventory losses are allowable either (a) 
where goods included in an inventory at the end of the taxable year 
1918 have been sold at a loss during the succeeding taxable year, or (b) 
where such goods remain unsold throughout the taxable year 1919 and 
at its close have a then market value (not resulting from a temporary 
fluctuation) materially below the value at which they were inventoried 
at the end of the taxable year 1918. No deduction is allowable for 
losses of anticipated profits or for losses not substantial in amount, nor 
for physical damage or obsolescence occurring in the taxable year 1919. 
In determining whether goods included in an inventory at the end of 
the taxable year 1918 have been sold during the succeeding taxable year, 
and whether loss has resulted therefrom, sales of goods made in the 
taxable year 1919 will be deemed to have been made from the inventoried 
stock of 1918 until such inventoried stock is exhausted. 

Art. 264. Loss where goods have been sold.—Where goods included 
in the inventory at the end of the taxable year 1918 have been sold during 
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the succeeding taxable year, the loss which may be deducted from net 
income for the taxable year 1918 is the amount by which the value at 
which the goods sold were included in the inventory exceeds the actual 
selling price minus a reasonable allowance for selling expenses and for 
manufacturing expenses, if any, incurred in the taxable year 1919 and 
attributable to such goods. 


Art. 265. Loss where goods have not been sold—Where goods in- 
cluded in the inventory at the end of the taxable year 1918 have not 
been sold during the succeeding taxable year, the loss which may be 
deducted from net income for the taxable year 1918 is the amount by 
which the net income for such year would be reduced if the inventory 
were redetermined and such goods taken at their market value (ignoring 
mere temporary fluctuations of value) at the end of the taxable year 1919. 


Art. 266. Claims.——Claims in abatement should be filed with the 
collector on form 47 when the return for the taxable year 1918 is made. 
Claims for refund should be filed on form 46 not later than 30 days after 
the close of the taxable year 1919. Each claim shall contain a concise 
statement of the amount of the loss sustained and the basis upon which 
it has been computed, together with all pertinent facts necessary to enable 
the commissioner to determine the allowability of the claim. The amount 
allowed by the commissioner in respect of any such claim shall be de- 
ducted from the net income for the taxable year 1918 and the taxes shall 
be recomputed accordingly. Any excess paid over the tax due shall be 
credited or refunded to the taxpayer. See section 252 of the statute 
and articles 1031-1038. In computing income for the taxable year 1919 
the opening inventory must be properly adjusted by the taxpayer in 
respect of any claim allowed for the year 1918 under this article. 

Art. 267. Disposition of claims—A claim for loss resulting from 
rebates paid or from actual sales will be decided as soon as practicable 
after it has been filed. A claim for loss in inventory not realized by sale 
will be decided only after the close of the taxable year 1919 upon the 
basis of any permanent reduction in the level of market values which 
may occur during such year from the inventory values taken at the close 
of the taxable year 1918. Not later than thirty days after the close of 
the taxable year 1919 a taxpayer who has filed either a claim in abate- 
ment or a claim for refund, or both, shall submit to the commissioner 
a descriptive statement showing the quantity and kind of all goods 
included in the 1918 inventory which have been (a) sold at a loss in the 
taxable year 1919, (b) sold at a profit during the taxable year 1919, or 
(c) not sold or otherwise disposed of during the taxable year 1919, 
together with such other information in respect of such goods as the 
commissioner may require. A claim filed with the return for a loss not 
then realized by sale will be passed upon in the light of any sales there- 
after made during the taxable year 1919. A claim filed with the return 
is authorized for the purpose of allowing the taxpayer to utilize, where 
justified, a preliminary allowance for inventory losses and not to provide 
a deduction essentially different from that taken by way of a claim filed 
at the end of the taxable year 1919. 

Art. 268. Effect of claim in abatement——In the case of a claim in 
abatement filed with a return, payment of the amount of the tax covered 
thereby shall not be required until the claim is decided, provided the 
taxpayer files therewith a bond on form 1124 in double the amount of 
the tax covered by the claim, conditioned for the payment of any part 
of such tax found to be due with interest at the rate of 12 per cent. per 
annum. The bond shall be executed by a surety company holding a cer- 
tificate of authority from the secretary of the treasury as an acceptable 
surety on federal bonds and shall be subject to the approval of the com- 
missioner. See also section 1320 of the statute. If abatement of any 
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part of the tax covered by such a claim is denied, then such part shall 
be paid by the taxpayer with interest at the rate of 12 per cent. per 
annum from the original due date of the tax. 


Consolidated returns—Income 


Art. 631. Affiliated corporations.—The provision of the statute requir- 
ing affiliated corporations to file consolidated returns is based upon the 
principle of levying the tax according to the true net income and invested 
capital of a single business enterprise, even though the business is 
operated through more than one corporation. Where one corporation 
owns the capital stock of another corporation or other corporations, or 
where the stock of two or more corporations is owned by the same 
interests, a situation results which is closely analogous to that of a business 
maintaining one or more branch establishments. In the latter case, 
because of the direct ownership of the property, the invested capital and 
net income of the branch form a part of the invested capital and net 
income of the entire organization. Where such branches or units of a 
business are owned and controlled through the medium of separate cor- 
porations, it is necessary to require a consolidated return in order that 
the invested capital and net income of the entire group may be accurately 
determined. Otherwise opportunity would be afforded for the evasion 
of taxation by the shifting of income through price fixing, charges for 
services and other means by which income could be arbitrarily assigned 
to one or another unit of the group. In other cases without a consoli- 
dated return excessive taxation might be imposed as a result of purely 
artificial conditions existing between corporations within a controlled 
group. See articles 785, 791, 802 and 864-869. 


Art. 632. Consolidated returns.—Affiliated corporations, as defined in 
the statute and in article 633, are required to file consolidated returns 
on form 1120. The consolidated return shall be filed by the parent or 
principal reporting corporation in the office of the collector of the dis- 
trict in which it has its principal office. Each of the other affiliated cor- 
porations shall file in the office of the collector of its district form 1122, 
along with the several schedules indicated thereon. The parent or prin- 
cipal corporation filing a consolidated return shall include in such return 
a statement specifically setting forth (a) the name and address of each 
of the subsidiary or affiliated corporations included in such return, (b) 
the par value of the total outstanding capital stock of each of such cor- 
porations at the beginning of the taxable year, (c) the par value of such 
capital stock held by the parent corporation or by the same interests at 
the beginning of the taxable year, (d) in the case of affiliated corpora- 
tions owned by the same interests, a list of the individuals or partnerships 
constituting such interests, with the percentage of the total outstanding 
stock of each affiliated corporation held by each of such individuals or 
partnerships during all of the taxable year, and (e) a schedule showing 
the proportionate amount of the total tax which it is agreed among them 
is to be assessed ‘upon each affiliated corporation. Foreign corporations 
and personal service corporations need not file consolidated returns. See 
article 1524. 

Art. 633. When corporations are affiliated—Corporations will be 
deemed to be affiliated (a) when one domestic corporation owns directly 
or controls through closely affiliated interests or by a nominee or nom- 
inees substantially all the stock of the other or others, or (b) when sub- 
stantially all the stock of two or more domestic corporations is owned or 
controlled by the same interests. The words “substantially all the stock” 
cannot be interpreted as meaning any particular percentage, but must be 
construed according to the facts of the particular case. The owning or 
controlling of 95 per cent. or more of the outstanding voting capital 
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stock (not including stock in the treasury) at the beginning of and during 
the taxable year will be deemed to constitute an affiliation within the 
meaning of the statute. Consolidated returns may, however, be required 
even though the stock ownership is less than 95 per cent. When the 
stock ownership is less than 95 per cent., but in excess of 50 per cent., a 
full disclosure of affiliations should be made, showing all pertinent facts, 
including the stock owned in each subsidiary or affiliated corporation and 
the percentage of such stock owned to the total stock outstanding. Such 
statement should preferably be made in advance of filing the return, with 
a request for instructions as to whether a consolidated return should be 
made. In any event such a statement should be filed as a part of the 
return. The words “the same interests” shall be deemed to mean the same 
individual or partnership or the same individuals or partnerships, but 
when the stock of two or more corporations is owned by two or more 
individuals or by two or more partnerships a consolidated return is not 
required unless the percentage of stock held by each individual or each 
partnership is substantially the same in each of the affiliated corporations. 


Art. 636. Domestic corporation affiliated with foreign corporation.— 
A domestic corporation which owns a majority of the stock of a foreign 
corporation shall not be permitted or required to include the net income 
or invested capital of such foreign corporation in a consolidated return, 
but for the purpose of section 238 of the statute a domestic corporation 
which owns a majority of the voting stock of a foreign corporation shall 
be entitled to credit its income, war profits and excess profits taxes with 
any income, war profits or excess profits taxes paid (but not including 
taxes accrued) by such foreign corporation during the taxable year to 
any foreign country or to any possession of the United States upon 
income derived from sources without the United States in an amount 
equal to the proportion which the amount of any dividends (not deduct- 
ible under section 234) received by such domestic corporation from such 
foreign corporation during the taxable year bears to the total taxable 
income of such foreign corporation upon or with respect to which such 
taxes were paid. But in no such case shall the amount of the credit for 
such taxes exceed the amount of such dividends (not deductible under 
section 234) received by such domestic corporation during the taxable 
year. A domestic corporation seeking such credit must comply with 
those provisions of subdivision (a) of article 383 which are applicable to 
credits for taxes already paid, except that in accordance with article 611 
the form to be used is form 1118 instead of form 1116. 


Art. 637. Consolidated net income of affiliated corporations—Subject 
to the provisions covering the determination of taxable net income of 
separate corporations, and subject further to the elimination of inter- 
company transactions, the consolidated taxable net income shall be the 
combined net income of the several corporations consolidated, except 
that the net income of corporations coming within the provisions of 
article 635 shall be taken out. In respect of the statement of gross income 
and deductions and the several schedules required under form 1120, a 
corporation filing a consolidated return is required to prepare and file 
such statements and schedules in column form to the end that the details 
of the items of gross income and deductions for each corporation included 
in the consolidation may be readily audited. 


Consolidated returns—Invested capital 


Art. 864. Affiliated corporations: invested capital—The invested capital 
of affiliated corporations, as defined in section 240 (b) of the statute 
and article 633, for the taxable year is the invested capital of the entire 
group treated as one unit operated under a common control. As a first 
step in the computation a consolidated balance-sheet should be prepared 
in accordance with standard accounting practices, which will reflect the 
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actual assets and liabilities of the affiliated group. In preparing such a 
balance-sheet all intercompany items, such as intercompany notes and 
accounts receivable and payable, should be eliminated from the assets 
and the liabilities, respectively, and proper adjustments should be made 
in respect of intercompany profits or losses reflected in inventories which 
at the beginning or end of the taxable year contain merchandise ex- 
changed between the corporation included in the affiliated group at 
prices above or below cost to the producing or original owner corpora- 
tion. Such consolidated balance-sheet will then show (a) the capital 
stock of the parent or principal company in the hands of the public; (b) 
the consolidated surplus belonging to the stockholders of the parent or 
principal company; and (c) the capital stock, if any, of subsidiary com- 
panies nut owned by the parent or principal company, together with the 
surplus, if any, belonging to such minority interest. In computing con- 
solidated invested capital the starting point is furnished by the total of 
the amounts shown under (a), (b) and (c) above. This total must be 
increased or diminished by any adjustments required to be made under 
the provisions of sections 325, 326, 330 and 331 of the statute and articles 
811-818, 831-869, 931-934 and 941 of the regulations, except as otherwise 
provided in articles 865-868. 

Art. 865. Affiliated corporations: intangible property paid in.—(1) In 
respect of corporations whose affiliation is in the nature of parent and 
subsidiary companies: (a) in the case of intangible property bona fide 
paid in for stock or shares prior to March 3, 1917, there may be included 
in invested capital an amount not exceeding the actual cash value of such 
property at the time paid in, or the par value of the stock or shares issued 
therefor, or in the aggregate 25 per cent. of the par value of the total 
stock or shares of the consolidation outstanding on March 3, 1917 (deter- 
mined as indicated in items (a) and (c) in article 864), or in the aggre- 
gate 25 per cent. of the par value of the total stock or shares shown on the 
consolidated balance-sheet, being the amount of the capital stock included 
in items (a) and (c) in article 864 at the beginning of the taxable year, 
whichever is lowest; and (b) in the case of intangible property bona fide 
paid in for stock or shares on or after March 3, 1917, there may be 
included in invested capital an amount not exceeding the actual cash 
value of such property at the time paid in, or the par value of the stock 
or shares issued therefor, cr in the aggregate 25 per cent. of the par 
value of the total stock or shares shown by the consolidated balance-sheet, 
being the amount of the capital stock included in items (a) and (c) in 
article 864 outstanding at the beginning of the taxable year, whichever is 
lowest. (c) When intangible property has been acquired in part before 
and in part after March 3, 1917, the amounts shall be ascertained, respec- 
tively, under (a) and (b) above and in the aggregate shall in no case 
exceed 25 per cent. of the par value of the total stock or shares out- 
standing at the beginning of the taxable year shown in the consolidated 
balance-sheet, being the amount of the capital stock included in items (a) 
and (c) in article 864. 

(2) In respect of corporations affiliated by reason of ownership by 
the same interests, the limitations set forth in paragraphs (4) and (5) 
of subdivision (a) of section 326 of the statute shall be applied to each 
corporation separately and the aggregate of the intangible property, so 
valued, shall be included in invested capital in the consolidated return. 
In respect of each of the affiliated corporations the aggregate of the 
amounts ascertained under the provisions of paragraphs (4) and (5) 
shall in no case exceed 25 per cent. of the outstanding capital stock of 
such corporation at the beginning of the taxable year. 


462 


: 


Income Tax Department 


Art. 866. Affiliated corporations: inadmissible assets—Where adjust- 
ment is required in respect of inadmissible assets in accordance with the 
provisions of subdivision (c) of section 326 of the statute, such adjustment 
shall be made on the basis of the consolidated balance-sheet with due 
regard to the adjustments and eliminations set forth in articles 864 and 
865 and to the provisions of articles 815-818. 

Art. 867. Affiliated corporations: stock of subsidiary acquired for 
cash.—When all or substantially all of the stock of a subsidiary corpora- 
tion was acquired for cash, the cash so paid shall be the basis to be 
used in determining the value of the property acquired. 

Art. 868. Affiliated corporations: stock of subsidiary acquired for 
stock.—Where stock of a subsidiary company was acquired with the 
stock of the parent company, the amount to be included in the consoli- 
dated invested capital in respect of the company acquired shall be com- 
puted in the same manner as if the net tangible assets and the intangible 
assets had been acquired instead of the stock. If in accordance with 
such acquisition a paid-in surplus is claimed, such claim shall be subject 
to the provisions of article 837. 

Art. 869. Affiliated corporations: invested capital for pre-war period.— 
The invested capital of affiliated corporations for the pre-war period shall 
be computed on the same basis as the invested capital for the taxable year, 
except that where any one or more of the corporations included in the 
consolidation for the taxable year were in existence during the pre-war 
period, but were not then affiliated as herein defined, then the average 
consolidated invested capital for the pre-war period shall be the average 
invested capital of the corporations which were affiliated in the pre-war 
period plus the aggregate of the average invested capital for each of the 
several corporations which were not affiliated during the pre-war period. 
Full recognition, however, must be given to the provisions of section 330 
oi yo statute, particularly the last paragraph thereof, and of articles 


TREASURY DECISIONS 
(T. D. 2836, May 7, 1919) 
Tax exemptions of Liberty bonds and Victory notes 


The appended circular, issued under date of April 23, 1919, with 
reference to the tax exemptions of Liberty bonds and Victory notes, is 
published for the information of internal-revenue officers and others con- 
cerned. 


Tax exemptions of Liberty bonds and Victory notes 


Liberty bonds and Victory notes issued under authority of the acts of 
congress approved April 24, 1917, September 24, 1917, April 4, 1918, 
July 9, 1918, September 24, 1918, and March 3, 1919, are entitled, 
respectively, to the exemptions from taxation set forth in said acts, 
from which the statements in this circular are summarized and to 
which they are subject. 


I. 4 per cent. and 4% per cent. bonds are exempt from all federal, state, 
and local taxation, except (a) estate or inheritance taxes and (b) 
federal income surtaxes and profits taxes, as follows: 
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. First Liberty loan converted 4 


. First Liberty loan converted 4% 


. Victory Liberty loan 434 per 
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per cent. bonds of 1932-1947 
(first 4s). 


per cent. bonds of 1932-1947 | Are exempt, both as to principal 


(first 4%4s, issue of May 9, and interest, from all taxation 
1918). now or hereafter imposed by the 
. First Liberty loan second con- United States, any state, or any 
verted 4% per cent. bonds of of the possessions of the United 
1932-1947 (first 4%4s, issue of States, or by any local taxing 
October 24, 1918). authority, except (a) estate or in- 
. Second Liberty loan 4 per cent. heritance taxes, and (b) gradu- 
honds of 1927-1942 (second4s), ; ated additional income taxes, 
. Second Liberty loan converted commonly known as_ surtaxes, 
4% per cent. bonds of 1927- | and excess-profits and war-profits 
1942 (second 4%s). | taxes, now or hereafter imposed 
. Third Liberty on 4% per cent. by the United States, upon the 
bonds of 1928 (third 4%s). | income or profits of individuals, 
. Fourth Liberty loan 4% per cent. | partnerships, associations or cor- 


bonds of 1933-1938 (fourth |  porations, 


cent. convertible gold notes of 
1922-1923 (434 per cent. Vic- 
tory notes). 


Il. 4 per cent. and 4% per cent. bonds are entitled to limited exemptions 


from federal income surtaxes and profits taxes, as follows: 


4 per cent. and 4% per cent. Liberty bonds (but not 434 per cent. Victory 


notes) are entitled to certain limited exemptions from graduated addi- 
tional income taxes, commonly known as surtaxes, and excess-profits 
and war-profits taxes, now or hereafter imposed by the United States, 
upon the income or profits of individuals, partnerships, associations 
or corporations, in respect to the interest on principal amounts thereof, 
as follows: 

$5,000 in the aggregate of first 4s, first 444s (issues of May 9 and 
October 24, 1918), second 4s and 4%s, third 4%s, fourth 4%s, 
treasury certificates, and war-savings certificates. 

30,000 of first 4%4s (issue of October 24, 1918, only), until the expira- 
tion of two years after the termination of the war. 

30,000 in the aggregate of first 4s, first 4s (issues of May 9 and 
October 24, 1918), second 4s and 41% 4s, third 4%4s, and fourth 
4%4s, as to the interest received on and after January 1, 1919, 
until the expiration of five years after the termination of the 
war. 

45,000 in the aggregate of first 4s, first 4¥As (issue of May 9, 1918, only), 
second 4s and 4%s, and third 4! Ys, as to the interest received 
after January 1, 1918, until the expiration of two years after the 
termination of the war; this exemption conditional on original 
subscription to, and continued holding at the date of the tax 
return of, two- thirds as many bonds of the fourth Liberty loan. 


20,000 in the aggregate of first 4s, first 414s (issues of May 9 and 
October 24, 1918), second 4s and 4t{s, third 4%4s, and fourth 
4%s, as to the interest received on and after January 1, 1919; 
this exemption conditional upon original subscription to, and 
continued holding at the date of the tax return of, one- -third as 
many notes of the Victory Liberty loan, and extending through 
the life of such notes of the Victory Liberty loan. 
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160,000 total possible exemptions from federal income surtaxes and 
profits taxes, subject to conditions above summarized, 


Ill. 3% per cent. bonds and 334 per cent. notes are exempt from all 

federal, state, and local taxation, except estate or inheritance taxes, 

as follows: 

1. First Liberty loan 3% per) Are exempt, both as to principal and inter- 
cent. bonds of 1932- est, from all taxation (except estate or 
1947. inheritance taxes) now or hereafter im- 

2. Victory Liberty loan 334 posed by the United States, any state or 
per cent. convertible | any of the possessions of the United 
gold notes of 1922-1923. J States or by any local taxing authority. 
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Students’ Department 
Epitep By SEYMOUR WALTON 
Assistep By H. A. FINNEY 


“KITING” 


The writer, when on the witness stand, was once asked to define a 
“kite” as bankers understand it. When he said that it was a piece of 
paper upheld by nothing more substantial than wind, the judge threatened 
to punish him for contempt of court for indulging in levity. It was not 
difficult to show that it was a serious definition. 

When a business man buys merchandise and in payment therefor 
issues his cheque or note, or accepts a time draft drawn on him by the 
seller of the goods, he has created legitimate commercial paper. At the 
same time he assumes the indebtedness he acquires an asset that will 
eventually furnish the funds with which he can liquidate this indebtedness 
or, what is practically the same thing, some other equivalent liability. 
Therefore, his paper is based on a solid backing of at least an equivalent 
value. 

It often happens that such a man has exhausted his own capital and 
his individual bank credit and is still in need of money. He can obtain 
this money if he can find some one with fairly good credit who is willing 
to exchange cheques or notes with him. Cheques will tide him over from 
day to day, and notes will give him relief until they become due. Now, 
the paper that he has issued has no backing of valuable merchandise, 
but is based entirely on the credit of the two men. If one of the men 
fails the other has to pay not only his own paper but also that of the 
other man which he has endorsed. As the kind of men who indulge in 
this practice are seldom very strong financially, the failure of one usually 
carries down the other, and the holder of the paper begins to understand 
why this kind of paper is called a “kite” upheld by nothing more sub- 
stantial than wind, 

The simplest form of kiting consists in the exchange of cheques. 
Jones, expecting a number of remittances in Monday’s mail, has antici- 
pated them by issuing his own cheques on the previous Saturday. The 
mail Monday morning proves to be disappointing, and Jones realizes 
that his bank balance will be short nearly $500.00 of the amount necessary 
to cover the cheques that will be presented through the clearing house 
that day. He borrows a cheque for $500.00 from his friend Smith, giving 
his own for the same amount in exchange. By depositing Smith’s cheque 
after eleven o'clock, he insures that it will not be presented through the 
clearing house until Tuesday. As Smith deposits Jones’ cheque Monday 
afternoon, the two cheques cancel each other in the clearing house. 
Smith’s bank account is not affected, because he has lent credit and not 
money to Jones. The only victim is the bank, which has paid Jones’ 
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eheques to the clearing house in money, against which it holds the cheques 
deposited by Jones, which are not available until the clearings of Tuesday. 
The transaction amounts to a loan by the bank without its consent, 
and for which it receives no interest, for one day’s use of the amount 
by which Jones’ account would have been overdrawn, if he had not 
made his Monday deposit. In addition, the bank runs the risk of the loss 
of $500.00 if Jones fails and carries Smith down with him. 

Of course, the bank can protect itself by refusing to receive Smith’s 
cheque, unless it is certified, when it is deposited by Jones to cover his 
overdraft. This would require constant scrutiny of both the cheques 
deposited and those drawn by Jones. However, if Jones is bright enough 
to think of it he can throw the bank off the track by the simple expedient 
of giving Smith the cheque of a customer for part of the $500.00 and 
his own cheque for the balance only, thus destroying the similarity 
between the two exchanged cheques. We will take up later the consid- 
eration of an infallible rule by which the bank can detect the kite. 

A more dangerous form of kiting is the exchange of notes, because 
the risk of the failure of both maker and endorser is extended over a 
greater length of time. Each party gives his note to the other for the 
same amount, due on the same day. Each discounts the note of the 
other at his own bank, and each takes up his own paper when it comes 
due. Usually the notes are made for an odd amount in order that they 
may appear to have been given in settlement for a bill of goods. In 
this way each of the parties to the transaction enjoys a bank credit to 
which he is not entitled. 

Ordinarily this species of kite may be detected by noting that on the 
same day when Smith pays the note that he gave to Jones by a cheque 
on a certain bank, Jones gets his own cheque certified for the same 
amount in favor of the same bank. However, the astute “kiter” can 
mask the transaction by having the notes made for somewhat different 
amounts, settling the difference in currency, or he can throw the bank 
clear off the track by causing one of the parties to draw currency with 
which to pay his note, instead of using a certified cheque. The bank 
would be at fault, however, in the latter case, if it failed to apply one 
of the rules to be given later. 

The third form of kite consists of the drawing of drafts at com- 
paratively short time on parties in another city. For instance, Jones in 
Chicago draws a draft at ten days sight on Robinson in Omaha, and 
sells the draft to his Chicago bank. Robinson accepts the draft and at 
the end of ten days pays it, covering himself by selling a sight draft 
on Jones to his Omaha bank. Jones has had the use of the money for 
twelve days, but in this case has paid the bank for it in the discount on 
the ten days sight draft. If Jones uses currency with which to pay the 
sight draft drawn by Robinson, the Chicago bank would have no proof of 
the kite, but the Omaha bank would have, unless Robinson keeps two 
bank accounts. 
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Great ingenuity is sometimes shown in conducting these kites between 
persons in different cities. In one case the combination was three- 
cornered. Fairbanks in Chicago and Perry in Denver were dealers in 
both new and second-hand books, and Demarest in Chicago dealt only 
in new books published by a large New York house. Fairbanks was in 
the habit of drawing ten days sight drafts on Perry, claiming that they 
were against sales of books to Perry. He sold the drafts to the D 
national bank in Chicago which sent them to M & M, private bankers in 
Denver. Each draft was duly accepted and was paid at maturity by 
Perry, who then drew a sight draft, not on Fairbanks, but on Demarest, 
who always paid in currency. If Perry had not happened to keep his 
account with M & M, the D bank would not have known of the last 
link in the chain. As it was, the bank failed to connect Fairbanks with 
the payment of the draft on Demarest, although it marked the currency 
which Fairbanks always drew on the day when the sight draft was pre- 
sented to Demarest. Fairbanks was smart enough to get the money 
changed at some other bank before he gave it to Demarest. This kite 
was ended when the proper test was applied to it. 


How to Detect KITING 


There are certain rules or axioms which will disclose the existence of 
kiting when it is practised to any extent and will render it dangerous. 
One of these is that the legitimate deposits of a business in bank cannot 
materially exceed its total sales in a year, due allowance being made for 
an increase or decrease in the amount due from customers. For instance, 
if there is due from customers on January 1, $40,000 and on December 31 
$50,000, and the total sales for the year have been $400,000, the total 
deposits in bank for the year cannot vary much from $390,000. In the 
deposits must be included every means of payment used by customers, 
such as cash, notes receivable and sight or other drafts paid. The total 
may be swelled to a small extent by the duplication of some items. A 
customer may have given his note for $1,000 which the business dis- 
counted at its bank. When the note comes due, it is necessary to send 
the customer a cheque for $500.00, for which he gives a new note. This 
causes a duplication of $500.00 in the bank movement. Making a liberal 
allowance of 10 per cent. for such cases, the legitimate deposits can be 
placed at $430,000. If the bank account shows deposits of $800,000, 
exclusive of the concern’s own notes discounted by the bank, the con- 
clusion is irresistible that very extensive kiting is being done. The only 
sources from which a business can receive money are the customers to 
whom it has sold goods, unless, of course, it has sold some of its fixed 
assets during the year. The existence of the practice having been estab- 
lished, a scrutiny of the concern’s deposits and cheques will disclose the 
particular methods adopted. 

Another rule is that an ordinary manufacturing or mercantile concern 
seldom needs currency except for payrolls and some special payments, 
such as those to the United States government. Therefore, when such 
a concern is in the habit of drawing currency, especially if in large bills, 
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it is almost certain that it is making payments which it does not wish to 
have traced. The secrecy is suspicious and should lead to inquiry as to 
its cause. In the vast majority of cases it will be found that the currency 
is to be used to pay one item of a kite, the existence of which would 
be exposed if a cheque were used that would proclaim the object for 
which it was drawn. 

Still another rule is that one business concern does not pay cheques 
to another in the course of legitimate transactions, unless it owes money 
to the other. In the first example given above it is very probable that 
Jones owes an account to Smith, because Jones would naturally turn, 
when asking a favor, to the person who is under some obligations to him, 
which Smith would be to a certain extent if Jones bought rather heavily 
from him. Therefore the mere fact that Jones gave Smith a cheque for 
$500.00 might not mean anything more than that a part payment had been 
made on an open account. It again becomes necessary to know some- 
thing about the volume of the business, because if Jones buys $12,000 
a year from Smith there is no occasion for him to pay Smith cheques 
averaging $3,000 or $4,000 a month. Sometimes it is not necessary to 
ask any questions about the volume of purchases from Smith, as the 
character of the goods may be such that Jones could not use all that 
his cheques would seem to buy. This is especially true when the kiter 
is in the habit of borrowing cheques from his landlord, as is frequently 
the case. 

If it is necessary to ask questions about the total volume of business, 
it must be done in such a way as to avoid suspicion, for if the kiter has 
any reason to suspect the motive for the question, he will either evade 
giving any answer or he will give one that is not true. If the question 
is asked in an off-hand way when the subject of credit is not being dis- 
cussed and the customer is not on guard, the answer will probably be 
somewhere near the truth. 

The same rule will naturally apply to notes. No legitimate note 
would be given by one concern to another, except in payment of a debt 
incurred in the course of business. Therefore when Jones presents 
Smith’s note to his bank for discount, the bank has a right to ask for an 
explanation of why Smith gives his note to Jones, when Jones buys 
from Smith, but does not sell him anything. Unfortunately, the bank 
usually asks no questions, contenting itself with merely looking up Smith’s 
rating. 

Sometimes what appears to be the kiting of notes is really a technically 
correct use of them. In one case in point A was a dealer in slate and 
marble mantels, when they were still in general use, and B was a manu- 
facturer of wooden mantels. When either of them got a contract to fur- 
nish both kinds of mantels to a new building, he would procure from 
the other the kind that he did not carry. Instead of settling the balance 
of the reciprocal account every month, A, who was financially weak, pre- 
vailed upon B to adopt the plan of each one’s giving a 90 day note to the 
other for each transaction. When the bank in which A kept his account 
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discovered that notes were thus being given both ways, it refused to 
discount B’s notes for A, although B’s credit was excellent, until A gave 
assurances that the notes were not kites but were based on actual transac- 
tions. When A finally failed, B undertook to refuse payment of his 
notes held by A’s bank, on the ground that they were given without 
consideration and that this fact was known to the bank. When it was 
shown that the bank had guarded itself against this contingency, B was 
obliged to take up his own notes, in addition to losing those that A had 
given him. In this case, of course, the notes were not issued in pairs of 
the same date and amount. 

The final rule covers drafts and is to the effect that no one has a 
right to draw on another person, unless he has sold something to that 
person, The thing sold need not be merchandise; it may be services, or 
even professional advice. The only exception to this rule occurs when 
the debtor draws back on his creditor for part of a maturing note or 
draft which he is not able to meet in full, or for some other reason which 
can be easily explained. Such instances would naturally be rare. 

It was the application of this rule that caused the discovery of the 
three-cornered kite already mentioned. Since Fairbanks in Chicago and 
Perry in Denver were both dealers in new and second-hand books, Fair- 
banks’ drafts on Perry could easily be based on shipments of either class 
of goods, while the drafts on Fairbanks would naturally be the result of 
shipments of second-hand books to him by Perry. The only suspicious 
circumstance was the fact that Perry always drew his draft on the day 
when his ten-day acceptance came due. Perry did not draw on Fairbanks, 
but on Demarest, who dealt exclusively in new books published by the 
concern which he represented. It was therefore impossible for Perry to 
sell him anything, and the kiting nature of the transactions between them 
was self-evident. The following laconic correspondence passed between 
the D national bank in Chicago and the banking firm of M & M in Denver: 


D to M & M—What goods does Perry sell Demarest? 

M & M to D—Perry does not sell any goods to Demarest. 

D to M & M—Then how can Perry draw on Demarest? 

M & M to D—Thanks for the hint. 

When Perry’s next acceptance came due, M & M refused to credit him 
with his sight draft on Demarest; the acceptance was protested; Perry 
made an assignment and Fairbanks was soon forced to do the same. 

While this subject is of more importance to bankers than to the 
ordinary merchant, the latter should not consider that it has no interest 
for him. No one can indulge in extensive kiting without the facts becom- 
ing known or at least suspected. When a merchant suspects that a cus- 
tomer is kiting, he should investigate, to do which it may be necessary 
to have a confidential interview with the customer’s bank. If the kiting 
is proved, the merchant should take steps to protect himself if necessary. 
The practice does not always end in disaster, because the kiter may be 
abundantly good but have too little capital in his business. If he is 
making money and leaves part of his profits in the business he may 
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accumulate sufficient capital for his needs. But the usual result is 
disastrous, and concerns that indulge in the practice should be looked upon 
with grave suspicion by the credit men. 


PARTNERSHIP ADJUSTMENTS 


The following letter and the reply to it are given in order to call 
attention to several points in regard to partnership accounts which may 
be familiar to many but do not seem to be fully understood by all. 


Editor, Students’ Department: 

Sir: The writer has lately adjusted a matter for one of our clients 
which on account of its peculiar complications, is hereinafter stated for 
such use as you may consider that it deserves. . 

A & B, as a partnership, are conducting a farm and share equally in 
its gains and losses. 

After their partnership books were closed on January 1, 1919, an equal 
amount stood to the credit of the two investment accounts and the follow- 
ing balances were left open :— 

(1)—Bills receivable account for B’s note owing to A & B for $911.14. 

(2)—An account for $465.86 owing to A & B by B. 

(3)—Bills payable account for A & B’s note owing to A for $500.00. 

(4)—An account for $536.55 owing to A by A & B. 

On accounts 1 and 2 above there was $54.61 in accrued interest owing 
to A & B by B. 

On accounts 3 and 4 above there was $65.80 in accrued interest owing 
to A by A & B. 

The personal books kept by A showed at the same time in bills receiv- 
able account a note for $617.77 owing to A by B individually, on which 
the interest accrued amounted to $26.53, and the ——s debit balances 
that corresponded with similar credit balances (accounts 3 and 4) in the 
partnership books of A & B:— 

Bills receivable, $500.00 for A & B’s note owing to A. 

An account for $536.55 owing to A by A & B. 

B was not prepared to pay any money to adjust their interests and 
it was decided to settle the whole matter in one new note. The question 
decided was the amount for which the new note should be made. 

The matter is settled; but I thought that the complications involved 
might make the question of interest to the readers of your department. 

Yours very truly, 

Indianapolis. C. E, FREEMAN. 

The letter does not state to whom the note shall be given. There are 
three alternative settlements possible, viz.: 

(1) B may give a note to the firm, to cover the whole of his indebted- 
ness. 

(2) B’s note may be only for enough to pay off A. 

(3) B may give a note to A. 

In the first two settlements the note is transferred to A to pay his 
claims, the balance to be left in an open account. 


Mr. Freeman’s solution was as follows: 
B’s personal account 54.61 
Interest 54.61 
For interest due on note and account 
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Interest 
A’s personal account 
For interest due on note and account 


A capital 
B capital 
Interest 
To close interest account 


Bi'ls payable 
A’s personal account 
A capital 


To close A’s note and personal account 


B capital 
Bills receivable 
B’s personal account 
To close B’s note and personal account 


Bills receivable 
B’s capital 
To cover B’s impaired capital 


A’s capital 
Bills receivable 
To equalize capital accounts by transfer 
of B’s note to A. 


65.80 


602.35 


1,431.61 


1,266.99 


1,266.99 


65.80 


11.19 


1,102.35 


911.14 
520.47 


1,266.99 


1,266.99 


It then becomes necessary to bring in A’s personal books and on them 


to make the following entries: 
Bills receivable 
A&B 
For B’s note endorsed by A & B 


B 
Interest 
For interest accrued on his note 


B 
Bills receivable 
Bills receivable 
To consolidate B’s indebtedness 


Bills receivable 
B 


For new note in settlement 
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26.53 


1,884.76 


1,911.29 


1,266.99 


26.53 


617.77 
1,266.99 


1,911.29 


5.59 
5.60 
500.00 i 
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He also gives the other entries in A’s books in regard to his own note 
and interest, but they are not material. 

The question was referred to another certified public accountant, 
whose answer somewhat condensed was as follows: 

As A and B were equal partners they each owned half the assets, 
including the note and account of B, and were also equally liable for 
the indebtedness, including the note and account of A. This justified the 
following entries: 

A, capital 715.80 

B, capital 715.81 
Bills receivable, B’s note 911.14 
B, personal account 465.86 
Interest, on above 54.61 

Bills payable, note due to A 500.00 

A, personal account 536.55 

Interest, on above 65.80 
A, capital 551.17 
B, capital 551.18 


Then a statement is prepared as follows: 
Total due by B 1,431.61 Due A 715.80 Due B 715.81 
Total due to A ims * * si.ig¢ * * 551.17 


Total due A on firm books 1,266.98 
Outside note held by A 617.77 
Interest 26.53 


Total due from B 1,911.28 
which is settled by a note given by B to A. 

This matter is important solely because the two answers show how 
it is possible to reach a correct result by erroneous methods. 

In both answers the settlement is not made on the firm’s books. 
There is nothing in the problem to indicate that A’s personal books are 
to be used and the settlement made on them, On the contrary, since the 
firm is the client, it is necessarily inferred that all the entries shall be 
made on the firm books. It was not necessary to inspect A’s personal 
books in order to ascertain the existence of the note for $617.77 with 
the accrued interest. All that was needed was for A to produce the 
note and to request that it be included in the settlement and for B to 
agree to it. This would necessitate the bringing into the firm books of 
the outside note and interest. 

The only other criticism of the first answer is that B gave two notes 
instead of one, although the final result is one note as required. The 
fact that A gives up a note endorsed by A & B for B’s plain note is not 
very material, because A, being a partner, does not benefit by having the 
firm on the note. Altogether, Mr. Freeman’s answer is entirely correct, 
if we allow the introduction of A’s personal books. 
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The principal objection to the second answer is that it makes unau- 
thorized entries in the capital accounts of the partners. The only charges 
that can be legitimately made to a partner’s account are losses or with- 
drawals of money or other assets, and the only credits are profits or con- 
tributions of value. Charging A’s capital with half of B’s debit accounts 
would be justifiable only in case B’s accounts were a total loss, which 
of course cannot be the case as long as B has a balance on his capital 
account. The credit of half of A’s accounts to B’s capital would be 
justifiable only in case A made those accounts a profit by donating them 
to the firm. Since no money passed there is no question of any with- 
drawals or contributions of capital. On the face of the entries B is 
forgiven $715.80 of his indebtedness and is presented with $551.18 of A’s 
claims against the firm, thus receiving a total free gift of $1,266.98. 
There is no entry to indicate that this was afterwards offset by a private 
deal between A and B, or that any note was issued, and there is no room 
for such an entry, since the capitals are equalized and all personal accounts 
closed. The tabulated statement is a mere memorandum and not an entry. 

To carry out the provisions of the agreement correctly and to make 
a proper record of the transactions, it is necessary to bring all the items 
together by an entry showing that A has transferred to the firm for 
credit to his account B’s note for $617.77 and interest of $26.53, charge- 
able to B’s personal account. The condition would then be as follows: 


DUE FROM B DUE TO A ~ 
Note 911.14 Note 500.00 
Open account 465.86 Open account 536.55 
Accrued interest 54.61 Accrued interest 65.80 
Note received from A 617.77 B’s note transferred 617.77 
Accrued interest 26.53 Accrued interest 26.53 
Total due from B 2,075.91 Total due to A 1,746.65 


Referring to the statement that there are three ways in which a note 
can be given in settlement— 

(1) B may give a note to the firm for $2,075.91 and receive credit 
closing his accounts. The firm may then transfer the note to A, charg- 
ing his accounts off, except that he will have a debit balance left of 
$329.26, the excess of the note over his various credits. 

(2) B may give the firm a note for $1,746.65, to be transferred to A, 
paying him off, but leaving a debit balance of $329.26 in B’s account. 

Neither of these settlements is admissible, because neither completes 
the settlement, there being in each case a debit balance in one of the 
accounts, 

(3) The proper method is to close the notes and personal accounts 
into the respective capital accounts. 


B, capital 2,075.91 

B, notes, account and interest, detailed 2,075.91 
A, notes, account and interest, detailed 1,746.65 

A, capital 1,746.6 
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Since B’s capital has been debited and A’s capital credited the differ- 
ence between the two capitals is now $3,822.56. To bring them to equality 
again, B gives the firm his note for half the amount made to his own 
order and endorsed by him, the entry being 
Bills receivable 1,911.28 

B, capital 1,911.28 
Note given by B to restore impaired capital 


The firm then transfers the note to A without endorsing it 
A, capital 1,911.28 
Bills receivable 1,911.28 
B’s note transferred to A to equalize capitals. 


In this way a complete settlement is made of all the personal accounts 
by giving one note and all the transactions are of record on the books 
of the firm. The debit balance of $329.26 which was left by either of 
the first two settlements is now replaced by a reduction of $164.63 in the 
capital of each partner. 

Apparently the firm of A & B did not know that the note of a partner 
should not appear in the ordinary notes receivable or notes payable 
account, as the case may be, on the firm’s books. Except where a partner 
buys goods from the firm in the ordinary course of business, no indebted- 
ness of his to the firm should be charged to the regular accounts of notes 
receivable or accounts receivable. Such an item is not an available asset 
—it is rather a reduction of capital and should be specifically shown on 
the balance-sheet as due from partners. It is far better to charge such 
items against the capital and keep them off the books. It is not as 
objectionable to include amounts due to a partner in notes or accounts 
payable, unless they are relatively large, when they must be definitely 
stated, since a partner, being on the inside, has advance information 
of coming trouble and can protect himself at the expense of creditors. 
The same rule holds good in a corporation with regard to amounts due 
from or to officers and employees. 

The points brought out in the above may seem to some not worth 
the space taken up. They would not be, if it were not true that the 
employment of proper methods is almost, if not quite, as important to 
the trained accountant as the reaching of correct results. 


OMISSION FROM INVENTORY 


Editor, Students’ Department: 

Sir: In the Students’ Department of the January, 1919, issue, page 75, 
second paragraph, it is stated that profits are not affected by omission to 
include in the inventory goods for which a liability has been incurred 
and which should appear on the books. As the determination of profits 
is dependent upon the inventory, I would appreciate an explanation of 
the statement. If the liability is taken on the books, what would be 
charged, if not the inventory? 

Yours truly, 


New York 
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The statement referred to is that profits are not affected when goods 
on hand are not included in the inventory and have also not been charged 
to operations as a necessary concomitant to the credit of their cost to 
accounts payable. 

“If the liability is taken on the books, what would be charged if not 
the inventory?” The charge would certainly not be to inventory. It 
would be to that phase of the operations to which the purchase belonged. 
It may be $10,000 worth of raw material, in which case the purchase 
record would show that amount in the appropriate debit column as a 
charge to operations, offset by an equal credit to accounts payable. At 
the end of the year all this material is on hand, together with $25,000 
more of the same class. This $35,000 may be charged to raw material 
inventory and credited to raw material account, or it may be brought 
down as a balance in the raw material account. In either event the 
$10,000 in question appears on the right side of the raw material account 
and cancels the same amount appearing on the left side as posted from 
the purchase record. The balance of the raw material account, after 
the inventory is credited to it, is the charge against operations for the 
materials consumed, and is the only profit and loss item in the account. 
If an equal amount is omitted from each side of the account, the balance 
is not affected and therefore the profits are not changed. 

Suppose the purchases of this material were $10,000 in each month of 
the year. The cost of material consumed would be: 


Inventory January 1 30,000 
Purchases 120,000 

150,000 
Inventory December 31 35,000 
Cost of material consumed 115,000 


In order to make a better financial showing, the management omits the 
December purchase of $10,000 from the books and does not include it in 
the inventory. The cost of material would then be 


Inventory January 1 30,000 
Purchases 110,000 

140,000 
Inventory December 31 25,000 
Cost of material consumed 115,000 


There is no effect on the profits, but the financial indebtedness is 
shown as $10,000 less than the truth. 


PREMIUM ON CONVERTIBLE NOTES 
Editor, Students’ Department: 


Sir: I would like very much to know what would be the best account- 
ing practice in a matter the details of which are described below: 

A certain corporation on September 1, 1917, issued $6,000,000 worth 
of five-year six per cent. convertible notes redeemable at $105 and 
interest in whole or in part on sixty days’ notice, subject to the right of 
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conversion into the stock of the company at the rate of 10 shares of stock 
for each $1,000 par value of notes, the said stock having no par value. 
By the recent annual report of the company for the year ended Decem- 
ber 31, 1918, it is shown that $734,500 worth of the said notes were con- 
verted into the stock, presumably at the rate of $100 per share for the 
stock. The company also purchased on the open market $1,936,000 worth 
of notes, but there is nothing shown in the annual report as to what the 
company actually paid for these notes. In case the company paid more 
than face value for the notes, to what account would the premium be 
charged and how would it show on the balance-sheet of the company? 
Would it first be shown on the profit and loss statement and, therefore, 
only in the surplus item of the balance-sheet? I understand, of course, 
that the $1,936,000, being the face value of the notes retired, would be 
shown as a reduction in the outstanding note issue; but I am not quite 
certain as to where the premium paid would show. 


C. M. B. 
The entry for the notes converted into stock would be 
Five-year notes payable 734,500 
Capital stock 734,500 


unless all the authorized stock had been placed on the books by an entry 
debiting unissued stock and crediting capital stock, in which case the 
credit would be to unissued stock. Since the stock has no par value, this 
entry could hardly have been made. 

When the company purchased the notes in the open market, it prob- 
ably paid accrued interest on them, This is a financial expense and must 
be charged to interest, the same as the semi-annual interest on the rest 
of the notes. If it also paid a premium, this would be a loss, but not a 
current expense. The interest and premium are assumed to be what 
was paid. The entry would be (cash being journalized for convenience) : 


Five-year notes payable 1,936,000 
Interest (average 1% months) 29,040 
Premium on 5 year notes (average 3%) 58,080 
Cash 2,023,120 


The premium would be charged direct to surplus and not to profit and 
loss, since it is not a normal expense but one that is extraordinary and 
does not constantly recur. 

Neither the interest nor the premium would appear on the balance- 
sheet, but their effect would be to decrease the balance of surplus. 
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Book Review 


OFFICE ADMINISTRATION, by J. Scuuuze. McGraw-Hill 

Book Company, Inc., New York. 295 pp. Cloth, $3.00 net. 

The present volume is an improvement over The American Office, by 
the same author, in many ways, not the least of which is originality. It is 
also broader in scope and combines more deftly information, versatility 
and interest. 

Office Administration is not only a practical reference manual but a 
volume which offers to a certain type of mind pleasant diversion. It 
would also serve well as a text. 

The author has, as he admits in the preface, departed from that to 
which he alludes as the academic arrangement and chosen a course which 
to him seems to follow the “practical every day viewpoint of the business 
office.” One might expect the author to discuss, in the order named, 
the materials of administration, the organization thereof and the subse- 
quent procedure with its accompanying problems. Instead he begins 
with a background called the “evolution of the modern office.” Not until 
chapter X. is anything said of the office layout, which is immediately 
preceded by a chapter on “organization procedure.” The whole of the 
material is so well connected and blended, however, that the technical 
defect in the organization does not in the main annoy one who is inclined 
to be rather critical. It is most apparent toward the end where the book 
dwindles away in a chapter on “business correspondence.” 

There is a wealth of good material in many of the chapters, noticeably 
those on selecting office workers, training office employees and office 
layout. 

There is also much straightforward advice which should be of value 
to those charged with the responsibility of office management, as witness 
the following: “The office manager’s energies should be devoted to the 
discovery of means by which his present payroll will produce more 
results.” 

The book as a whole is instructive, interesting and helpful. Many 
an office employee as well as executives will be better for its existence. 

JoHN RaAyMonD WILDMAN. 
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Certified Public Accountants of Massachusetts, Inc. 


The Certified Public Accountants of Massachusetts, Inc., held the 
annual “Ladies’ night” at the Copley-Plaza hotel May 6th. More than 
ene hundred members and guests were present. The invited guests in- 
eluded the bank commissioner, Augustus L. Thorndike, the collector of in- 
ternal revenue, John F. Malley and several state and city officers. Officers 
ef the association are: president, Edwin L. Pride; vice-president, Hollis 
H. Sawyer; secretary, George Lyall; treasurer, Gerald Wyman. 


Davies & Nield, 103 Park avenue, New York, announce the dissolu- 
tion of partnership by mutual consent. The practice will be continued by 
W. Sanders Davies and Allan Davies as Davies & Davies. Charles F. 
Nield is retiring from public practice. 


Greeley & Giles announce the dissolution of the firm by mutual consent. 
Cecil D. Giles, Richard E. Niederwiessen, and John W. Fahr will conduct 
their practice under the firm name of C. D. Giles & Co., with offices at 140 
Nassau street, New York. 


George Shedden and William McAdam announce that they have formed 
a partnership under the firm name of Shedden & McAdam, with offices 
at 664-665 Empire building, Seattle, Washington, and 530 Provident build- 
ing, Tacoma, Washington. 


David A. Jayne and P. M. MacCutcheon announce the formation of a 
partnership under the firm name of Jayne & MacCutcheon with offices in 
Masonic Temple, Charleston, West Virginia. 


Chas. E. Cady, Norman L. Nathan and Daniel Feder announce the 
formation of a partnership under the firm name of Cady, Nathan & Feder 
with offices at 1400 Broadway, New York. 


C. Elmer Wiegner and Charles S. Rockey announce the formation of a 
partnership under the firm name of Wiegner, Rockey & Co., with offices 
at 584-586 Drexel building, Philadelphia 


Vollum, Fernley, Vollum & Rorer announce that they will resume the 
eriginal firm name of Vollum, Fernley & Vollum, with offices at 907-12 
Lincoln building, Philadelphia. 


Reed, McCook & Hoyt announce that Mr. McCook and Mr. Dougherty 
have resumed practice as members of the firm. Lester H. Washburn has 
been admitted to partnership. 
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The Journal of Accountancy 


Louis P. Galenson and Max Schlessinger announce the formation of a 
partnership under the firm name of Galenson & Schlessinger, with offices 
at 15 Park Row, New York. 


Haskins & Sells announce the opening of an office in Philadelphia in 
the Franklin Bank building, and the appointment of Edmund C. Gause as 
resident partner. 


H. Winfield Wright has resumed practice as a member of the firm of 
Strickler, Wright & Co., Widener building, Philadelphia. 


William Guthrie & Co. announce the opening of an office in Kennedy 
building, Omaha, in charge of William Bryden. 


Baldwin, Norlin & Sneddon announce the formation of a partnership 
with offices in Penobscot building, Detroit. 


Patterson, Teele and Dennis announce that Stanley G. H. Fitch has be- 
come a partner of the firm. 


Sparrow, Harvey & Co. announce the removal of their offices to 145 
Nassau street, New York. 


Raymond C. Brown & Co. announce the removal of their offices to 
290 Broadway, New York. 


Nathaniel Pomerance announces the removal of his offices to 350 
Broadway, New York. 


Saul Levy announces the opening of an office at 120 Broadway, New 
York. 
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For the fifth time since 1914 a Walton student has received the 
highest average markings in the Illinois C. P. A. examination. 


For two successive years Walton students won highest honors 
in examinations for associate membership in the American 
Institute of Accountants. 


In the May, 1918 Alberta C. A. examination, highest honors went 
to a Walton student. 


Results count! No stronger evidence of the worth of Walton “train- 
ing could be offered. 


Correspondence Instruction 


We offer by correspondence the accounting and law courses which 
trained the men who won these honors and prizes—courses endorsed by 
large corporations from coast to coast, by almost a score of 
the principal Universities, and by leading members of the ac- 
counting profession. 


Chicago and New York Evening Schools 


For full information and bulletin in regard to resident instruction, 
address W. H. Harrison, Secretary, 365-375 Peoples Gas Build- 
ing, Chicago, or Harold Dudley Greeley, C. P. A. Resident 
Manager, 725 Singer Building, New York City. 


A postal will bring our interesting book. Address 


WALTON SCHOOL OF COMMERCE 


Seymour Walton, A. B., C. P. A., Dean 
J. Porter Joplin, C. P. A., Pres. Charles H. Langer, C. P. A., Vice-Pres. 


365-375 Peoples Gas Bldg. Chicago, Illinois 
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FOR TEMPORARY OR PERMANENT BINDING 


A Good Foundation 


For Trade Expansion 


Accountants who are following trade tendencies toward expansion will find 


new National Post Binders an immediate necessity. 


With a foundation of 


‘‘Nationals’’ the office systems will expand smoothly and logically. Business 
records are the basis of permanent business building. 


The requirements of scien- 
tific accounting and record- 
ing have been especially 
by the National Blank Book 
Company, with the result that a 
comprehensive range of Post Binders 
has been produced, mechanically 
perfect in construction, and designed 
to withstand long and hard wear. 


NATIONAL 


"HOLYOKE, MASS. 


There is a National Post Sy 
Binder, durably and _ sub- 

stantially bound, suited to A 
every purpose and adapted to every 
need. Within your own limits as 
to price, you can purchase the 
best Post Binder to be had for 
the money if you insist upon a 


NATIONAL. 


Berthierville 


ext 
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CONTENTS FOR JUNE, 1919 
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Growth of the Profession. 412 
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United States. In its articles and editorial columns it treats, from the accountant’s point of view, of 
business problems and conditions. 
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Consider these Points 


The Old-Fashioned Steel Pen 


The old-fashioned steel pen very rapidly becomes unsatisfactory. The ink corrodes it and 
destroys the smoothness of the point. Soon it begins to scratch unpleasantly or it catches 
in the paper and spatters ink over the figures you have made so carefully. You select a new 
one, insert it in your holder, and begin the same short cycle over again. 


The “‘Swan’’ Safety Posting Fountain Pen 


on the other hand is absolutely unaffected by the ink. As it writes today, so it will write 
two or ten years hence. No scratching, no spattering, no continual dipping. Simply guide 
it along over the paper and it leaves a smooth even line that needs no blotting. You can 
enter items or amounts, check entries, or use it as easily as a pencil in making hasty calcula- 
tions on your scratch pad. It is one of the Accountant’s best mechanical friends. Have you 
ever tried it? If not let us send you one on approval. If it does not prove satisfactory 
after ten days of testing, send it back to us and your money will be returned to you. 


MABIE TODD & Go 


Size 3, - $4.00 17 MAIDEN LANE, 209 S. STATE ST. Size 5, - $5.50 
Federal Tax .20 NEW YORK CHIC AGO Federal Tax .28 


Let us send you one on approval, with the understanding that if it is not in 
every way satisfactory, it may be returned at the end of ten days and the 
price refunded to you. 
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American Institute of Accountants 
List of Officers, Members of Council and Committees 
1918-1919 
OFFICERS 


Waldron H. Rand, 101 Milk Street, Boston, Mass. 
‘ : “ae Charles S. Ludlam, 30 Broad Street, New York 
Adam A. Ross, Morris Bldg., Philadelphia, Pa. 
A. P. Richardson, 1 Liberty Street, New York 
MEMBERS OF THE COUNCIL 
For five years: For three years: 
Bawere L. Suffern... New Jersey Illinois 
For four years :* For two years :* 
Robert H. Montgomery............. New York Louisiana 
For one year :* 
S. 006%. New Jersey Georgia 
Overton S. Meldrum................. Kentucky Washington 
*A vacancy exists in the membership of council for this term. 
BoarD OF EXAMINERS 
For three years: For two years: 
For one year: 
Arthur W. Teele, Chairman......... New York 
AUDITORS 
New Jersey New York 
COMMITTEES 
EXxecuTIVE COMMITTEE 
The President, Chairman........ Massachusetts W. Senders Davies.....<..6cccssaces New York 
CoMMITTEE OF PROFESSIONAL ETHICS 


Charles H. Tuttle...... 


Massachusetts 
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Committee on Arbitration 


Michigan 
Iowa 
Committee on Budget and Finance 
E. W. Sells, Chairman...........0+. New York 
New York 
Committee on Constitution and By-laws 
W. R. Mackenzie, Chairman............ Oregon 
Tennessee 


Committee on Education 
Herbert F. French, Chairman....Massachusetts 


en New York 
Durand W. Michigan 
Committee on Ethical Publicity 
W. Sanders Davies, Chairman...... New York 
Ohio 
Pennsylvania 
Committee on Federal Legislation 
Adam A. Ross, Chairman......... Pennsylvania 
Committee on Meetings 
Ohio 
Committee on Nominations 
J. Porter Joplin, Chairman.............. Illinois 
Virginia 


Committee on Procedure 


Hamilton S. Corwin, Chairman...... New York 
Ware .. New York 
Committee on Publication 
J. E Sterrett, Chairman............. New York 
William M. Lybrand................ New York 


Committee on State Legislation 


J. S. M. Goodloe, Chairman........ New York 
War Committee 
Edward L. Suffern, Chairman....... New York 
Robert H. Montgomery............. New York 
A. P. Richardson, Secretary......... New York 
Committee on Administration of Endowment 
George O. May, Chairman........... New York 
Massachusetts 
Robert H. Montgomery.............. New York 


been added. 


the prominent accounting offices. 


Tue AMERICAN INSTITUTE OF ACCOUNTANTS, 
1 Liberty Street, New York. 


GENTLEMEN: 


Duties of the Junior Accountant 


By W. B. REYNOLDS and F. W. THORNTON 
Published under the Endowment Fund of the American Institute of Accountants 
(SECOND EDITION) 


The second edition of Duties of the Junior Accountant is now ready for delivery. 
A short chapter on “‘Reports’’ and other matter not in the first edition have 


This standard guide for the junior accountant has established itself in most of 


Every junior should have it with him to show him what to do and how to do it. 


The volume consists of 107 pages and is of convenient size. 


Enclosed find $..........+0: for which send.... 
Accountant,” at $1.00 a copy, to the following address: 
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k Flexible A new working guide in the modern 


principles and methods of 
a 
Business Organizati 
usiness Urganization 
d Administrati 
' | Prepared for the executive and the department head, 
. ‘—the business, general, and office manager,—and all 
interested in effective business organisation and ad- 
ministration, 
Concerned not only with minute details of daily 
office practice, but with the establishment and 
operation of methods for the analysis of conditions, 


improvement of procedure, and control of personnel 
and production. 


It embraces every department—stenographic, fil- 
ing, advertising, sales,credit,employment, and shows 
the ideas, methods, and equipment, which are bring- 
ing the best results in actual, successful operation. 


700 pages 


‘6 
Office Management: Its Principles and Practice 
By Lee Galloway, Ph.D., Professor of Commerce and Industry in 
New York University; Author of “Credit and the Credit Man,” &c. 
This new 700 page manual, while dealing _ trolling | har shag departments and of improving 
re : 4. Six—TRAINING AND. =LO N <ERS. 
sets forth with the utmost clearness the funda Selection and training of employees, courses of study, 
mental, bed-rock rules upon which sound pro- with three important chapters on Business English. 
cedure must be based. Seven—WaceEs AND INCENTIVES TO EFFictency. Wage 
payments, bonus system, methods of stimulating em- 
It gives the general ais gig and also ployees, purpose of the Office Manual, &c., &c. 
man who has concentrated on one phase oO Forms. It contains 97 forms, charts, maps, and half 
operation or control, a deep and clear insight tone illustrations, covering the entire ranve of thy 
into every other department of business book and making absolute the clarity of the text. 
activity. These are only a few of its many hundreds of 
It is in seven big sections, whose wide, far Valuable points. te ith the help of this book. 
reaches are indicated by the following very alert man coul into and 
brief outline: place Fs on ma ef cient, highly productive, 
One—PrinciPLes OF OFFiceE ADMINISTRATION, Ana- smoot 
lyzes the various office functions, duties and respon- Its conclusions are not the imaginings of one 
ceee gees Mn ag Fy of operating; comparisons of busi- man’s mind, but the sifted wisdom and method 
ss ( Ss, «xc. 
taken from America’s most important and 


Two—Location, Lay-out, AND EguipmMent. Location 2 ; 
and adaptation of departments, determining and re- successful business houses. Every suggestion. 


cording the flow of work, labor saving devices, filing, eyery form: is of the most immediate and 
planning and conducting of campaigns. practical utility 
THE MEANS OF COMMUNICATION, 


It can be used with equal success and ad 


Handling of mail, messenger service, filling orders, ) ; 
vantage in the large office employing hundreds 


filing systems, personnel. 


Four—Contror or CorresPponnence, &c. Stenographic 
department, handling office detail, methods of control, 
measurement of output. 

Five—Tue Work or THE Business DEPARTMENTS. 
Purchases and stores, methods and systems of con- 


Sent On Approval Free 
We are willing to send you a copy for ex- 
amination at our expense. After five days 
you can let us have your check for $600, the 
_orice in full; or return the book if it is not 
satisfactory. Use coupon when ordering. 


and in the smaller one where only a few 
employees must handle all detail. 
The Ronald Press Co., 20 Vesey St., New York City 
Send me a copy of “Office Management.” by Dr. 
Galloway. After five days I will return the book, 
or send you my check for $6.00, the price in full. 


Business firm 


Dpt. 95 
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Each lead in the EI- 
dorado is responsive, 
smooth and long-wear- 
ing. One of them is 
your lead—the degree 
just fitted to the work 
you do and the way you 
do it. Find this pencil 
which suits your hand. 
You will find that you 
can do better work and 
faster work, and will be 
less fatigued after a hard 
day’s work. 


IT LEADS 


one for every need 
or preference ~ ~ 
Write us on your letterhead 
for free samples of your favorite 
degrees. 


Please mention your dealer’s 
name and whether very soft, 
soft, medium, hard, or very hard 
lead is desired. 


JOSEPH DiXON CRUCIBLE CO. 
Established 1827 


OG Dept. 117-J Jersey City, N. J. 


Canadian Distributors, 
A. R. MacDougall & Co., Ltd, Toronto, Ont. 


Suimesp sajsew ay} S:NOXIad Q 


There is a Dixon-quality Pencil, 
Crayon, and Eraser for every purpose. 


BRIEF CASES 


FOR ACCOUNTANTS 
AND BUSINESS MEN 


The Brief Case illustrated, made of the best grade 
Russet Sole Leather, size 17 x 10%, has three pockets, 
each with an expansion of two inches; also one small 
pocket size 9x5 with flap fastened with snapbutton. 
Straps extend entirely around the case; handle is ad- 
justable on straps, always keeps in the center; has 
first class padlock with two keys. Price complete, 
$17.00. 

Every L.L.B. Brief Case has all the good points of 
the best Brief Cases made, plus the particular atten- 
tion that has been paid to style. Exceptionally strong, 
durable and light. 


60 other styles from $5 to $18. Send for Catalog No. 27 


Express prea anywhere in U. S. Money back 
if not satis 


L. L. B. CASE MFG. CO. 


5 CEDAR STREET, NEW YORK 


COST ACCOUNTING 


For MEN and WOMEN 


Our course in Cost Accounting is 
designed to prepare men and women 


for work as cost accountants, so much 
in demand just now by the Govern- 
ment. 


Othercourses include Accountancy, 
Auditing, Business Law, and Special 
Post-Graduate Problems preparing for 
C. P. A. Examination. 


Send for catalog. Personal service 
of R. J. Bennett, C. A., C. P. A. 


Bennett Accountancy Institute 
261 Farragut Street, Philadelphia, Pa. 
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Accounting Texts 


$50 
607 Paves 
Red Cloth 


“Accounting-—Theory and Practice, 


Short Outline of 
Contents 
Volume One 


History and development of 
accounting. 


Types of business organiza 
tion; proprietorship. 

Financial statements; profit 
and loss; mechanism of ac- 
counts; debit and credit. 


The ledger and _ journals; 
business papers and meth 
ods. 


osting; trial balance; errors; 

adjustments; closing the 
books; summary state- 
ments. 


The two basic methods of ac 
counting. 


from the busi 
ness and accounting stand 
points. 


Discounts, notes payable, and 
notes receivable. 


Partnership and _ capitaliza 
tion problems. 


The corporation and corpo 
ration books. 


Single and double entry. 


Problems and review ques 
tions. 


for a complete 


Two Years’ Course 


By 


Roy B. Kester, M.A., B.C.S. 


Certified Public Accountant 


Instructor in Accounting, School of Business, 


Columbia University 


of which we have just published the 
second volume, is steadily attaining 
recognition as an unequalled text 
for the study of accounting. 

The author approaches the sub- 
ject from an entirely new angle, 
starting in the first volume with a 
clear exposition of the Financial 
Statement, and in the second vol- 
ume with the Balance Sheet, in each 
case working back through all the 
accounts which are tributary to the 
final statements. 


The student who masters these 
two volumes, carefully working out 
their practice problems, should ob- 
tain a thorough knowledge of ac- 
counting principles and be able to 
care for any set of books. 

The methods of teaching are 
those in use by Mr. Kester in his 
courses in Columbia University. 
They have been adopted by over 
fifty American Colleges, and have 
become the standard guides for 
thousands of accountants, book- 
keepers and other business men 
throughout the United States. 


” 


$4.00 
7¥6 Pages 
Red Cloth 


Short Outline of 
Contents 
Volume Two 


Che corporation. 

The Voucher system. 

Factory costs; General prin 
ciples of valuation. 

Depreciation: aspects and 
definitions, causes, rate de 
termination, methods of 
calculating and recording. 


Credits, investments, and 
equipment. 


Assets and liabilities; profit 
and loss; the balance sheet 


Capital stock and its valua- 
tion. 


Profits, surplus, reserves, and 
dividends. 


The sinking fund. 


Liquidation, combinations and 
consolidations. 


Suspense accounts, branch 
house accounting. 


Practice and review. 


SPECIAL OFFER 


We are willing to send the set (price 
$7.00) or either volume singly (volume 
one, 607 pages, $3.00; or volume two, 796 
pages, $4.00) to any responsible business 
man, entirely at our expense. After five 
days’ examination, you can return the 
books to us or remit the price. 


Use this coupon when ordering. 


Dept. 96, THE RONALD PRESS COMPANY 

20 Vesey Street, New York City 
Send me on five days’ approval, volumes one and two* 
of Kester’s ‘Accounting—Theory and Practice.” 1] 
will return the books in five days or remit the price 
in full, $7.00. 


3usiness firm 

*If only one volume is desired change coupon. ac- 

cordingly. 
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Classified Advertisements 


Copy for Want Ads. must be in our hands by the 22d of the month preceding the date of issue. Terms $3.00 an inch, payable in advance 


HELP WANTED 


HELP WANTED 


Cost Accountant 


A Chicago firm has an opening for a 
Cost Accountant who has had experience in 
devising cost systems and has the ability to 
write out operating instructions or manual 
in good English. 


Replies to receive attention must state 
age, complete outline of experience, educa- 
tion and theoretical cost training in school 
of commerce, if any, and salary desired. 
Correspondence will be treated in strict 
confidence and no inquiries made of refer- 
ences withouf permission. Unmounted 
photograph requested, snap shot will do. 


Address Box 793 c/o Journal of Accountancy 


Accountant Manager 


An accounting firm of recognized standing 
seeks a seasoned accountant, preferably certified 
and a member of the Institute, as branch manager, 
thus approaching a partnership. Some investment 
preferred but not indispensable. 


The requirements emphasize education, business 
and accounting experience, demonstrated ability 
and breadth of vision; but the opportunities are 
large for the man who wants to work hard and 
prosper with an organization, professionally 
strong, financially sound and building securely for 
the future. 

In your reply give the essential facts of your 
business and professional experience, indicate 
what responsibility you now have, what kinds of 
work you know thoroughly, and what induces 
you to consider a new connection. 


Address Box 798 c/o Journal of Accountancy 


W t d Young C.P.A. or capable Senior, able to 
ante work without direct supervision and willing 
to make a sacrifice of immediate financial remuneration 
with a view to establishing connection, if services are 
satisfactory. Apply in own handwriting, giving age, edu- 
cation, experience, married or single, minimum salary, 
references. 


Address Box 789 c/o Journal of Accountancy 
C P A W t d in city of 250,000 to enter 
° e e ante firm of Certified Public Ac- 
countants whose practice is growing so rapidly that an 
increase in the membership of the firm is desired. Offer 
rare opportunity to right party to acquire interest. State 
age, nationality and experience fully. 
Address Box 796 c/o Journa! of Accountancy 


Graduates of Accountancy Schools 


with some practical experience wanted for 
the auditing staff of a large and growing 
business. 

A satisfactory opportunity for advance- 
ment to leading positions exists for those 
who are competent. 

Answers should state age, education, what 
you have done since leaving school, and 


salary expected at beginning. 


Address Box 802 c/o Journal of Accountancy 


Traveling Auditor 


about 30 years of age, wanted for con- 

structive work by a large manufacturing 

concern with headquarters in the East. 
Apply in own handwriting, giving full 


details. 


Address Box 803 c/o Journal of Accountancy 


wanted by large 
Accountant and Auditor 
Chicago, preferably with Oil and Refinery experience. 
Certain amount of Traveling necessary. Good prospects. 
State age and salary expected and give full details of 
past experience, etc. In confidence. 
Address Box 794 c/o Journal of Accountancy 


> Several hundred openings for 
High Grade Men Executive, Office, Sales, Tech- 
nical and Clerical Men, Bookkeepers, Stenographers and 
Clerks—300,000 placed, $900 to $25,000, throughout the 
world the past 15 years. Confidentially state your age, ex- 
perience and salary in your reply stating what YOU 
WANT. 

Business Men’s Clearing House, 209 S. State St., Chicago 


Accountant certified, senior, experienced repre- 
sentative firms. Permanent, with 
excellent future; state salary, full particulars, references, 
credentials. 


Address Box 790 c/o Journal of Accountancy 
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HELP WANTED 


SITUATIONS WANTED 


Senior Accountant 


A situation has developed at one of our Eastern 
offices which offers an unusual opportunity to an 
experienced senior accountant, with the right per- 
sonal and professional qualifications, preferably a 
member or associate of the American Institute of 
Accountants, or a C. P. A. in some state where 
the degree has a recognized standing. A combi- 
nation of a strong experience in industrial ac- 
counting and some public practice will be given 
serious consideration. 


The range of work is agreeably varied and the 
requirements for travel away from home are 
decidedly less than the average. We want a man 
prepared to do high grade work and qualified to 
take a responsible part in the future developments 
of our organization. 


Replies by letter only, should state age, educa- 
tion, whether married or single, complete chron- 
ological account of business or professional ex- 
perience, salary experience and expectations, and 
when free for a new connection. Be brief, be 
precise; if your record, likely to satisfy these 
requirements, is already on file in any of our 
offices, please call it to our attention. 


Replies will be received in strict confidence and 
no inquiries made of present or past employers or 
references without express permission from the 
candidate. No attention will be paid to incom- 
plete answers. SCOVELL, WELLINGTON & 
COMPANY, Certified Public Accountants, New 
York, Boston, Springfield, Cleveland, Chicago. 


Selected applicants will have an early interview. 


Address reply to 110 State Street, Boston, Mass. 


° for Northwest _ service, 
Senior Accountant capable of assuming re- 
sponsibility without close supervision. Position perma- 
nent. Excellent prospects. State full particulars of 
experience and salary expected. 


Address Box 788 c/o Journal of Accountancy 


SITUATIONS WANTED 


C P Executive senior, with broad professional 
and staff experience in constructive, cost 
and general accounting and auditing, would consider part- 
nership (September) in established practice, with oppor- 
tunity for development of large business. Write full 


details which will be treated in strict confidence. 


Address Box 791 c/o Journal of Accountancy 


Well educated young man, 
Junior Accountant age 21, bright, energetic, 


experienced, wishes permanent connection with C.P.A. or 
industrial firm. Advanced student at Pace Institute. At 
present employed as junior to accountant. Location any- 
where. Initial salary secondary to opportunities for de- 
velopment. 


Address Box 792 c/o Journal of Accountancy 


(25.) At present employed as Cost 
Accountant Accs on Government Cost 
Plus Contract. Five years’ general experience. During 
war period as Field Auditor on Construction Cost Plus 
Contracts. Three years college training in accountancy. 
Special training in Cost Accounting and Auditing. Posi- 
tion desired as Accountant Cost Accountant or Auditor in 
any part of the U. S. or abroad. Salary, $2,400 per year. 


Address Box 890 c/o Journal of Accountancy 


broad experience, initiative, at pres- 


Accountant ent with auditing department of 


Connection desired with either 
Age 32, married, salary $2,700. 


Construction Company. 
&. 


corporation or C. 


Address Box 799 c/o Journal of Accountancy 


os? I am at present employed with 
Position Wanted in charge of 
Typing Department, and also purchasing clerk. Under- 
stand setting up of statements .and reports thoroughly. 
Desire change, with new firm preferred. Can furnish ex- 
cellent references. 


Address Box 807 ¢/e Journal of Accountamey 


Constructive, analyt- 


Accountant-Executive 


porate treasurer; qualified as confidente for capitalist or 
estate; salary $6,000; engaged; will entertain new propo- 
sition; age 40, married. 


Address Box 809 c/o Journal of Accountancy 


Accountant Semi-senior, 35, single, college grad- 

uate, with certified public accounting 
experience for over one year, on audits without supervi- 
sion; knowledge of Income Tax and experienced in the 
preparation of returns; capable of installing system in 
ordinary businesses; seeks connection with C. P. A. Will 
consider position with corporation “or industrial concern. 


Address Box 808 c/o Journal of Accountancy 


With executive ability 
Auditor-Accountant and 15 years’ accounting 
experience, now employed, desires permanent connection 
Salary $4,000. 


with firm or corporation. 


Address Box 805 c/o Journal of Accountancy 


e High grade executive 
Executive Accountant conics sc 
troller, auditor or treasurer, desires to establish connec- 
tion with reputable industrial organization. Capable or- 
ganizer and manager, able to assume full charge of intri- 
cate accounting work, either financial cost accounting or 
both. Age 29, married. Salary $5,000. 

Address Box 804 c o Journal of Accountancy 


A t t An experienced senior, practicing 
ccoun an on his own initiative, has a few 
days a month open. He will be interested in making an 
arrangement with an accounting firm who could utilize 
his services on a per diem basis. 


Address Box 810 c/o Journal of Accountancy 
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SITUATIONS WANTED 


Auditor or Cost Accountant 


Age 29. Graduate of New York University School of Com- 
merce, and studied at Columbia University. For period of 
war directing Cost Plus Contracts and Assistant Super- 
visor of accountants and field organization in largest dis- 
trict of Ordnance Department—prior manager of bond -de- 
partment; now desires connection with Public Accounting 
firm, manufacturing plant or corporation. Twelve years’ 
practical experience. Accustomed to working without 


supervision and handling large staff. 


Address Box 806 c/o Journal of Accountancy 


Ju jor A t t Competent bookkeeper 
n ccountan seeks permanent connec- 
tion prominent growing C.P.A. firm, where principal three 
languages are an asset; nv public accounting experience 
but eight years’ diversified bookkeeping practice and 
thorough understanding principles modern methods ac- 
counting; age 27; single; Christian; now employed full 
charge boks export company. La Salle student Highe: 
Accountancy; N. Y. location preferred. 


Address Box 797 c/o Journal of Accountancy 


Certified Public Accountant 
Desires connection with Public Accountant on Pacific 
Coast. Twelve years auditing and constructive Account- 


ing experience with Mercantile, Insurance and Land Cor- 
porations, Familiar with Income Tax Returns. Would 
consider partnership. Age 35, married. 

Address Box 795 c/o Journal of Accountancy 


A reliable and experienced; 35; married 
ccountant (for the past four years in charge 
of general books of an A A A manufacturing organiza- 
tion); seeks position with complete charge accounting de- 
partment of growing manufacturing organization offering 
good future and minimum salary of $3,600 per annum. 


Address Box 801 c/o Journal of Accountancy 


OUR WONDERFUL LITTLE INDICATOR 


saves time, labor and money for Bookkeepers, 
Stenographers and Students. Something new 
and entirely different. Price, 25 cents. 

THE ARROW SPECIALTY COMPANY 
222 Pershing Avenue Buffalo, N. Y. 


ANALYSIS PAPER 


Buff and White—Four grades— 
4 to 28 columns wide, in variety 
of styles, always carried in stock, 
padded or loose. 


Send for price list and samples. 


L. H. BIGLOW & COMPANY, Inc. 


62 BROAD STREET 
NEW YORK 


Business Book 
Information 


When in need of 
business book in- 
formation, wire, tele- 
phone, or write us. 
If it’s published we'll 
tell you the title of 
the book, theauthor, 
the publisher and 
the price. 


Special Service Department. 


The Ronald Press Co. 


20 Vesey St., New York City 


Telephone Barclay 5093 


For 
$3.00 an Inch 


you can place your want advertisement 
on this classified page—the national mar- 
ket place for accountants. 


@ Twelve thousand five hundred copies 
of this issue (June) have been printed 
and will be distributed among our readers 
in every State in the Union. 


@ In no other way can you reach so 
many live prospects, so reasonably. 


@ Copy for the July issue should be in 
our hands on or before June 21st. 


WANT AD. DEPARTMENT 


The Journal of Accountancy 
20 Vesey Street New York City 


When writing to advertisers kindly mention THe JourNAL oF ACCOUNTANCY 
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| || Now that the armistice is signed 
: our duty is to prepare ourselves to handle the big problems which 
are arising, and which will continue to arise, out of the recon- 
struction period. 
The great banks and commercial houses are pleading for men 
who KNOW Accounting, Foreign Trade, Finance, and Commer- 
cial Law— 
New York University, 
School of Commerce, 
Accounts and Finance 
is prepared to give instruction to men and women in the above 
courses, beginning February 8rd. Enrollment begins January 
Ist. Seats are assigned in order of enrollment. Write, call or 
phone, immediately for Bulletin No. 1212. 
O. 
ity Secretary, 
New York University School of Commerce, Accounts and Finance 
82 Waverly Place, New York City On Washington Square 
The Greatest Speed 
Thousands of Accountants have been shown shorter and 
easier methods of working their special calculations, The 
ee ee the method or machine is the time taken to 
perform the operation. The records aa methods of the 
Marchant Calculator speak for themselves. Note the ex- 
ample below: 
PERCENTAGE CALCULATIONS 
125.00 641369 
250.45 082886 
1255.55 415525 
650.35 215234 
The illustration shows the Pony Special we 7a 
can be easily mov to one 
» it is the ideal machine for the e wi Agathe 
Accountant's use. Practically Noiseless. efficiency. A machine will 
: | Marchant Calculating Machine Oo. 
When writing to advertisers kindly mention Taz Jovawat or Accouwrancy 
| The Nation Press, Inc.. New York 
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Post-war Accountants— 


technically prepared, men- 
tally alert, ruggedly fair— 


assume heavy responsibilities, receive 
commensurate rewards. World ex- 
penditures for the war period, staggering 
in amount, must be reviewed, proved, 
stated; new-era expenditures must be 
budgeted and controlled; income must 
be analyzed and profitable business 
promoted. 


Accredited, developmental courses in 


Accountancy and Business Administra- 
tion, preparing men and women for post-war oppor- 
tunities, are continuously available in resident-school 
groups at Pace Institute in New York, Washington, 
and Boston. Spring and summer classes after busi- 
ness hours are now being organized in each of these 
schools. 


The courses may also be taken by Extension through the mails, 
with a month’s trial instruction for $6—no obligation to continue. 


“YOUR MARKET VALUE,” a 36-page booklet by Horatio — 
N. Drury, is helpful in this time of new plans, fresh starts. A 
complimentary copy will be sent on request. 


Pace & Pace 


Washington New York 


1004 F Street, N. W. Hudsen Terminal Tremont Temple 
30 Church Street 


When writing to advertisers kindly mention Tas Jovnmat oy Accountancy 


f | 
‘ j 
i 
Tres 
FY 
4 
bel, 
= = 
: 
; 
: ¥ 
= 
4 
$ 
f 
’ 
if + 
‘ 


